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DISPARITY OF RECENT CHANGES IN 
WHOLESALE PRICES 


GARFIELD V. COX anp ALICE M. ATWOOD: 


N THE United States the period from 1922 to 1929 was one of 

if increasing stability both of the prices of individual commod- 

ities and of composites, such as the wholesale price index of 

the Bureau of Labor Statistics. Inequalities in the year-to-year 

price fluctuations of the several hundred commodities entering 
into this index were also diminishing.” 

Most observers who currently recognized this growing stability 
of prices during the later 1920’s appear to have considered it a 
reassuring development. The view was rather widely held that a 
better banking structure, improved quality of business manage- 
ment, and increasing attention devoted by business men to the 
course of economic events were tending to prevent the develop- 
ment of serious maladjustments. 

Today the developments that have followed 1929 suggest the 
possibility that the steadiness of prices during the later 1920’s re- 
flected not so much an underlying economic stability as a lessened 
responsiveness of prices to changes in market conditions. At 

* Mr. Cox is Professor of Finance in the School of Business of the University of 
Chicago and Miss Atwood is a research assistant in the same institution. 

2 See Frederick C. Mills, Economic Tendencies in the United States. (New York: 
National Bureau of Economic Research, 1932), pp. 323-32. 
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least it is now clear that narrow and infrequent price changes do 
not insure the maintenance of equilibrium, and the conviction has 
grown that the absence or sluggishness of price competition re- 
duces the capacity of business for adjustment to developments in 
technology and shifts in consumer demand. In particular it seems 
probable that the extraordinary severity and persistence of the 
current depression has been due in considerable part to the rela- 
tive rigidity of wage rates in important fields; and to the inflexi- 
bility of the freight rates for many commodities and of the prices 
of goods, the output of which is subject to monopolistic control. 

Viewed from this angle unusually wide changes in the prices of 
some commodities may be partly the result of undue rigidities in 
the prices of other commodities and services. Although we have 
no technique for determining either what constitutes an undue de- 
gree of price rigidity or an excessive dispersion of prices, it ap- 
pears reasonably certain that a knowledge of the distribution of 
individual price changes since 1929 is as important as a knowledge 
of the movements of a general average of prices. 

In order to trace the disparity of changes in prices we have ana- 
lyzed recent price quotations for all the commodities in the whole- 
sale price index of the Bureau of Labor Statistics. Through the 
published reports of the Bureau, supplemented by some informa- 
tion obtained from its files by correspondence, it has been possible 
to compute the per cent change from February, 1929, to Febru- 
ary, 1933, for 777 of the 784 commodities included in the present 
index, and the per cent change in each for the period February, 
1933, to January, 1934. February, 1933, was chosen because that 
month marked the low point for the Bureau’s all-commodities in- 
dex. Although the recession in this index did not begin until the 
fourth quarter of 1929, the per cent decline for each item has been 
computed as from February, 1929, in order to minimize the sea- 
sonal factor in the price of those commodities in which seasonal 
influence exists. For the period since February, 1933, we should 
have preferred to compute the per cent of price changes to Febru- 
ary, 1934, but the figures for January were the latest available at 
the time the calculations were undertaken. 

Chart I indicates the distribution of the per cent changes in 
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prices of 777 commodities from February, 1929, to February, 
1933. A glance at this chart is sufficient to indicate the inade- 


CHART I 


FREQUENCY DISTRIBUTION OF PER CENT CHANGES IN WHOLESALE PRICES, FEB- 
RUARY, 1929—FEBRUARY, 1933 
Bureau of Labor Statistics Quotations (February, 1929 = 100) 
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items comprising the index registered declines such as to come 
within the class interval for decreases of 30 to 40 per cent. In fact, 
this interval is only one of five in each of which appear slightly 
more than too items. A sixth division contains 88, and, if we had 
not for special reasons separated the prices which increased by 
less than 10 per cent from those which did not change at all, there 
would be a seventh group with approximately 100 items. 

It is an interesting coincidence that the number of prices which 
fell by 70 per cent or more is almost identical with the number 
' which ran counter to the general trend by registering gains. 

To estimate the probable significance of this enormously wide 
scatter of price declines, the bulk of which occurred in less than 
three and a half years, is a task far beyond the limits of this paper. 
It is well, however, to recall in passing, first, that many of the 
price relationships of February, 1929, may not have been such as 
to favor continued employment of men and resources, and, sec- 
ond, that rapid changes since 1929 in such factors as technology 
and the incidence of consumers’ demand may have been such as 
to call for marked shifts in price relationships. It does not seem 
reasonable, however, that the foregoing factors should be ade- 
quate to account for the major portion of the extraordinary price 
dispersion from 1929 to February, 1933. 

Chart II presents the dispersion of the per cent changes in price 
of the same commodities over the period, February, 1933, to 
January, 1934. At first glance this distribution might seem to por- 
tray greater dispersion than does Chart I. Any such impression, 
however, springs from the fact that the first chart depicts pri- 
marily price declines which, obviously, cannot exceed 100 per 
cent, while the second chart, in contrast, relates primarily to price 
increases to which, in terms of per cents, there is no corresponding 
mathematical limit. 

In Chart II the items are conspicuously concentrated within 
the range from no change to an increase of 30 per cent. In fact, if 
in this instance also the prices which did not change were included 
in the same division with those which increased less than ten per 
cent, this modal group would contain more than twice as many 
items as its nearest rival. A more outstanding mode in Chart II 
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than in Chart I should be expected, since the time interval in- 
volved in the former distribution is only 11 months whereas that 


CHART II 


FREQUENCY DISTRIBUTION OF PER CENT CHANGES IN WHOLESALE Prices, FEB- 
RUARY, 1933—JANUARY, 1934 


Bureau of Labor Statistics Quotations (February, 1933 = 100) 
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in the latter is four years. The longer the elapsed time, the greater 
is the opportunity for diversity in the influences that play upon 
the prices of different commodities. 

An interesting question upon which the foregoing charts throw 
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no light is that of the fashion in which the commodities which 

registered given price changes during either of the two periods 

fared in the other. This relationship is set forth in Table I which 

presents a two-way distribution of per cent changes. Reading 

horizontally, one sees what distribution of price changes occurred 

between February, 1933, and January, 1934, to the commodities 
TABLE I 


RELATION OF CHANGES IN WHOLESALE PRICES DURING 
DECLINE TO CHANGES DURING DISCOVERY 


(Per Cents) 
4 Periop oF RECOVERY, FEBRUARY, 1933—JANUARY, 1934 
Pre Cent Decrease Increase 
CHANGE No 
20.0) Lessichange| Less | 20.0 | 40.0 | 60.0 | 80.0 
om to |than than] to | to | to | to | to | to | to | and | 57 
39 .9}20.0 20.0 | 39.9| 59.9] 79.9| 90-9 Over 
& Increase: 
Decrease: 
Less than 
40.0-59.9 3] 4 40} 40] 38] 35] 19] 12] 4 I I 211 
60.0-79.9 27 15 14 14 15 12 3 3 3 110 
Total..| 4 {55 | ror | 248 | 149] 78| s8| 26] 8 5 9 777 


* Hops, 42 per cent; phosphoric acid, 65 per cent; plaster, 80 per cent. 

t For items and per cents see Table II. 
whose price changes from February, 1929, to February, 1933, fall 
in a given interval. Reading vertically one finds what price 
changes occurred between February, 1929, and February, 1933, 
to those commodities which registered a given change in price 
from February, 1933, to January, 1934.° 

The path of relationship in this table is clearly marked. It 
shows that the great majority of the commodities in which the per 

3 Since the completion of this analysis there has appeared in the Journal of the 
American Statistical Association for June, 1934, pp. 175-79, an article by Henry B. 
Arthur and Lawrence W. Conant entitled, “A Two-Way Distribution of Price 


Changes.” Their distribution is represented by charts using a double logarithmic 
scale and containing dots representing individual commodities identified by code. 
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cent of price rise is most extreme for the recent period are products 
which had suffered heavy declines in the preceding period. Simi- 
larly it indicates that most of the commodities that did not change 
in price between February, 1933, and January, 1934, had either 
not changed or had decreased less than 20 per cent during the 
period of general price decline. It also shows that eight of the 
products which decreased in price after February, 1933, had risen 
against the general trend in the period 1929 to 1933. 


TABLE II 
COMMODITIES REGISTERING GREATEST CHANGE IN PRICE 


FEBRUARY, 19290—FEBRUARY, 1933 FEBRUARY, 1933—JANUARY, 1034 


Rubber, crude, amber*....... 89 Rubber, crude, plantation*... 212 


Rubber, crude, plantation*. . . Rubber, crude, latex crepe*.. . 


Rubber, crude, latex crepe*... 85 = Rubber, crude, amber*....... 


Corn meal, white*........... 76 136 
* Appears in both lists. 


Table II lists in one column the 15 products which down to 
February, 1933, had registered the greatest per cent declines in 
price. In the other column it lists the 15 items whose per cents of 
price increase were greatest in the later period. Most significant 
for our purposes is the fact that eight products are common to both 
lists; thus confirming by further detail the conclusion drawn from 
Table I concerning the correlation between the extent and direc- 
tion of price changes during the first period and the extent and 
direction of price changes in the second. 

The great declines in the prices of crude rubber are rendered the 
more impressive by recalling the fact that quotations for Febru- 
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ary, 1929, were themselves lower by approximately 50 per cent 
than the average prices for 1926 and more than 65 per cent below 
the average for 1925. This collapse is, of course, closely associated 
with the breakdown of the British plan for controlling the world 
price of crude rubber through restriction of its exportation from 
producing areas under British control. 

It may also be of interest at this point to note the extent of 
price decline for other commodities on whose behalf valorization 
efforts were in force throughout much of the 1920’s. The com- 
modities and the per cents of their price decline from 1929 to 1933 
are as follows: copper, 73; coffee, 54 to 64; wheat, 62 to 67; Japa- 
nese silk, 76 to 78; Chilean nitrates, 42; and Cuban sugar, 21 to 26. 
In marked contrast thus far to the foregoing are the price results 
of the potash cartel and the sulphur agreeraent. No change was 
made in the price of sulphur for either the period of decline or that 
of recovery, and the price of potash has changed only slightly 
during the same intervals. 

Table III contains 36 articles for which prices were the same in 
February, 1933, as four years earlier. It also indicates that 28 of 
these items were still unchanged in January, 1934. Of the eight 
which changed after February, 1933, seven were advanced in 
price. A further fact shown in the table is that for 14 of the 36 
commodities the price for February, 1933, remained unchanged 
from that for the base year, 1926. The four of these 14 items 
which changed in price after February, 1933, all scored advances. 
One may, therefore, infer that whatever price flexibility there is 
in the items in Table III is flexibility upward. 

Thus far we have discussed changes or rigidities in particular 
prices without regard to differences in the importance to the na- 
tional economy of the commodities concerned. Obviously, how- 
ever, if one is considering the functioning of the economic system 
as a whole, rather than the interests of a limited group of pro- 
ducers or buyers of some one commodity of small total value, it is 
necessary to take account of the very great differences in the eco- 
nomic importance of the commodities in question. The method 
used by the Bureau of Labor Statistics in determining this relative 
importance of each article for which price quotations are taken is 
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TABLE III 


COMMODITIES REGISTERING NO CHANGE IN PRICE 
February, 1929—February, 1933 


Per Cent of 
Estimated 
Value of 
784 Com- 
modities 
for 1926 


Vises, solid boxt 
Nickel, ingot, New York*t 


Bone black, powdered*t 
Carbonic acid*t 
Iron oxide, blackt 
Whiting, commercial imported 
Muriatic acidt 
Nitric acidt 
Salicylic acidt 
Sulphuric acidt 
Aqua ammonia 26t 
Arsenic, white powderedt 
Calcium carbidet 
Coal tar colors, black directt 
Coal tar colors, brown sulphurt 
Coal tar colors, indigo, pastet 
Sal soda, New York 
Sulphur, crude, minet 
Quinine, sulphate, domestic, New York 
Phosphate rock, Florida land pebble, mines 
Cutlery, carvers, per pair*t 
Nappies, glass 4 in. common* 
Paper, wrapping, manila, No. 1 Jutey 
Shipping cases* 
Snuff, dry*7 
* No change from base price of 1926 to February, 1933. 


t No change February, 1933—January, 1934. 
Less than .or. 


Bar iron, common, refined, Pittsburght.............. 02 
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to multiply its average price per unit in 1926 by the average quan- 
tity of it marketed in recent census years, and then to express the 
sum so derived as a per cent of the aggregate value of all commod- 
ities. These relative values for each of the 784 items were pub- 
lished in a recent bulletin of the Bureau.‘ 

In our Table III we have included these relative weights for the 
36 commodities which registered no change in price during the 
period of general decline. It may thus be observed that the rela- 
tive weight accorded a single article, wrapping paper, is almost 
equal to that of the other 35 items combined, and that the entire 
36 are estimated to represent approximately one per cent of the 
aggregate value of the 784 commodities. Although in Table II 
we did not include these weighting factors, it is of interest that 
the total importance of the eight items common to the two lists 
is 0.80 per cent. Of this amount 0.65 per cent is assigned the three 
quotations for rubber. 

The 32 items which Table I shows as moving against the trend 
between 1929 and 1933, represent approximately four per cent 
of the total values in the all-commodities index, and over three- 
fourths of this weight goes to electricity, manufactured gas, iron 
ore, and one grade of anthracite coal. 

Commodities which receive relative weights of 2.5 to 1.7 per 
cent and whose prices declined severely and recovered consider- 
ably are petroleum, fluid milk, gasoline, cotton, wheat, and flour. 
Important articles for which both the decline and the subsequent 
rise were quite moderate are automobiles with a weight of 4.4 per 
cent, bituminous coal with 3.9, automobile tires with 2.3, and 
bread with 1.4. Commodities which fell heavily and recovered 
little or none are pork with a relative weight of 4.5 per cent, hogs 
with 2.9, beef and veal with 2.5, cattle with 2.2, and butter with 
1.5. 

This mention of the prices of farm products suggests the prob- 
lem of processing taxes. These are excluded from the quotations 
used in computing the price index. The reason given for this is 
that some of the raw materials of the types subject to the tax are 
not purchased for processing and on these the purchaser does not 


4 Wholesale Prices (1931), Bull. No. 575. 


DISPARITY OF CHANGES IN WHOLESALE PRICES 199 


pay the tax. The Bureau has, however, published group index 
numbers for the farm products groups and for each of its three 
subgroups showing the effects of adding to the prices of the taxed 
commodities the amounts of the processing taxes paid.’ With 
taxes excluded, the recovery in the farm products group index 
from February, 1933, to January, 1934, was 43.5 per cent; with 
taxes included the recovery was 60.4 per cent. On the latter basis 
farm products would show the largest per cent recovery scored by 
any of the 10 group indexes during that period. Since the proc- 
essing tax is in effect part of what the processor pays for his mate- 
rial and since the sums collected go to farmers, a comparison of 
the extent of recovery of farm product prices with that of prices 
in other groups would, for some purposes, be more valid if the 
figures for farm products included the tax. 

It appears doubtful whether this country has ever before ex- 
perienced in time of peace so great a dispersion of prices in so short 
a time as that between 1929 and 1933. The fact that a majority of 
the commodities which scored the more generous advances in the 
first year of recovery were among those which had fallen most 
heavily in the preceding decline lends some support to the view 
that much of the dispersion during the decline did represent mal- 
adjustment. In spite of the price-raising tendencies under some of 
the codes most of the prices which proved “sticky” during the de- 
cline remained “sticky” during the first year of recovery. It 
should not be assumed, however, that a recovery of the all-com- 
modities index to the level of 1929 would restore the individual 
price relationships which existed at that time, nor indeed do we 
have any way of determining in advance to just what extent it 
would be desirable to have those relationships restored. 


8 Wholesale Prices (monthly report), February, 1934. 
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I, DEVELOPMENT OF CONSOLIDATION, 1920-32: PLANS 
BEFORE THE COMMISSION 


E Interstate Commerce Commission presented its com- 

| plete plan of railroad consolidation, December 9, 1929. 

Eight years earlier, August 2. 1921, it issued its tentative 
plan of consolidation, based in la) measure upon the Ripley 
Report, which embodied the results of a study of consolidation 
asked for by the Commission. The Transportation Act of 1920 
called for the submission, by the Commission, of a plan of rail- 
road consolidation at the earliest practicable time—for the pur- 
‘pose of helping the weaker railroads and the communities served 
by them, as well as for economies of operation.” 

Upon the publication of the Commission’s tentative plan, ex- 
tensive hearings were held. These covered the period 1922-23. 
The Commission did not, however, issue another plan until De- 
cember 9, 1929, when it presented its complete plan. While the 
Commission made no changes in its plan of consolidation from 
1921 to 1929, the carriers were more or less continuously active 
during this period, especially the carriers in Eastern Territory. 
These carriers had many discussions among themselves as to con- 
solidation.* 

The Commission’s complete plan proposed that the railroads 
of the United States be divided into nineteen systems: (1) Boston 
and Maine, (2) New Haven, (3) New York Central, (4) Pennsyl- 
vania, (5) Baltimore and Ohio, (6) Chesapeake and Ohio—Nickel 
Plate, (7) Wabash-Seaboard, (8) Atlantic Coast Line, (9) South- 
ern, (10) Illinois Central, (11) Chicago and Northwestern, (12) 

* Dean, College of Business Administration. 


21.C.C. Docket 12964, 1921, 1929. 
3 Ibid., 1932, Record, pp. 51-79. 
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Great Northern—Northern Pacific, (13) Milwaukee, (14) Burling- 
ton, (15) Union Pacific, (16) Southern Pacific, (17) Santa Fe, (18) 
Missouri Pacific, (19) Rock Island—Frisco.* 

Seven of these systems cover the Eastern Territory—the terri- 
tory east of the Mississippi River, north of the Ohio River and the 
southern part of Virginia, and south of the Canadian border. Two 
of the seven systems are confined to the New England section of 
Eastern Territory—the Boston and Maine and the New Haven. 
These systems are not included in the Commission’s decision of 
July 13, 1932. This decision concerns the railroad properties in 
Eastern Territory, excluding New England.‘ 

The Commission’s complete plan (1929) proposed five systems 
for Eastern Territory, excluding New England: New York Cen- 
tral, Pennsylvania, Baltimore and Ohio, Chesapeake and Ohio- 
Nickel Plate, and Wabash-Seaboard. Its decision (1932) sets up 
for Eastern Territory, outside of New England, the first four of 
these systems. It merges the railroads in the proposed Wabash- 
Seaboard into the other four systems.° 

The Commission’s proposal for Eastern Territory, excluding 
New England, is called the 5-Party Plan. The carriers, outside of 
the Wabash-Seaboard, made application to the Commission, 
October 1, 1931, for consideration of the elimination of the fifth 
system (Wabash-Seaboard) and for the merging of its parts into 
the other four systems—New York Central, Pennsylvania, Balti- 
more and Ohio, Chesapeake and Ohio—Nickel Plate. The plan in 
the carriers’ application is called the 4-Party Plan.’ 

In the 5-Plan, the Commission proposed that certain railroads 
which operate in a territory just west of New England be allocated 
to the two New England systems. The Boston and Maine, the 
system proposed for the northern part of New England, was to 
absorb the Delaware and Hudson—an important line of 874 miles. 
Through the Delaware and Hudson it would have access to the 
anthracite fields in the region of Scranton and Wilkes-Barre; to 
the Canadian traffic centering at Montreal; to connections for 
traffic over a number of railroads from the south and west. The 

4 Ibid., 1929. 6 Tbid. 

5 Ibid., 1929, 1932. 7 Ibid., 1931. 
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New Haven, the system for the southern part of New England, 
was to have the Lehigh and Hudson and the Lehigh and New 
England, two short but important bridge lines for traffic move- 
ments into southern New England from the south and west, 
through Maybrook, New York. The Lehigh and Hudson (96 
miles) connects with the Central of New Jersey and the Lehigh 
Valley at Easton, Pennsylvania, and with the New Haven at 
Maybrook. The Lehigh and New England, with a mileage of 217, 
connects with the New Haven at Maybrook and with the anthra- 
cite coal regions of northeastern Pennsylvania and some impor- 
tant railroads in these regions. The New Haven was also to have 
the Ontario and Western—a line of 568 miles. This railroad would 
give the New Haven access to the anthracite regions of Scranton 
and to Oswego, on Lake Ontario. This line, while it is not now im- 
portant, might be made a valuable bridge for the New Haven 
from New England to the Great Lakes.* 

In the 4-Plan, these four bridge railroads are allocated to one or 
all of the four trunk-line systems; and the New England systems 
are left to themselves. The Delaware and Hudson and the Lehigh 
and New England are assigned jointly to the four systems. The 
Lehigh and Hudson is assigned to the Baltimore and Ohio; the 
Ontario and Western, to the New York Central. The carriers be- 
lieve that their proposed allocation of the bridge railroads is such 
as to give each of the four trunk lines practically equal access to 
each of the New England gateways reached by them—to enable 
each of the four to interchange traffic at each New England gate- 
way. The carriers contend that the extension of the New England 
systems into trunk-line territory through the absorption of the 
bridge railroads would be to place the New England systems in 
such a position that it would be necessary for them to short haul 
themselves in much of their traffic, in order to maintain their 
present interchange arrangements with the Erie at Maybrook, 
with the New York Central at Rotterdam Junction; and would 
eliminate the present interchange of the Boston and Maine and 
the Delaware and Hudson at Mechanicville, New York, and of 
the New Haven at Maybrook with the three other bridge lines.° 

8 Ibid., 1929. 9 Ibid., 1932, Record, pp. 300-304. 
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The other important differences in the 5-Plan and the 4-Plan 
are as follows: 

1. New York Central.—The New York Central System, includ- 
ing New York Central, Boston and Albany, Michigan Central, 
Big Four, and Pittsburgh and Lake Erie, was assigned the Vir- 
ginian in the 5-Plan. This line, of 593 miles, would give the New 
York Central much bituminous coal tonnage from the West Vir- 
ginia fields for westward movement over its own lines. It would 
also give the New York Central access to the port of Norfolk. In 
the 4-Plan, the New York Central is not to have the Virginian 
and its bituminous coal tonnage. Instead, it is to add to its pres- 
ent units the Ontario and Western and the Lackawanna. 

The Lackawanna—a most valuable railroad of about 1,000 
miles—was assigned in the 5-Plan to the Chesapeake and Ohio-— 
Nickel Plate. The three groups of reasons for the New York Cen- 
tral asking for the Lackawanna are: 

a) For a direct line of the New York Central into the anthra- 
cite fields, since it, at present, originates no anthracite tonnage 
but hauls a very considerable tonnage to points served by it. 

b) Fora short and direct line of its own to New York City from 
the Clearfield region in Pennsylvania, in which the New York 
Central has important interests in bituminous coal properties. 
The present movement of this tonnage is by a long and round- 
about haul over the New York Central, or over the Reading and 
Central of New Jersey. 

c) For a shorter line from Buffalo to New York City. The 
present New York Central line is 438 miles, while the Lacka- 
wanna is 395 miles."® 

2. Pennsylvania.—The Pennsylvania System is to have, under 
the 4-Plan, the following additions: Wabash, Norfolk and West- 
ern, and Detroit, Toledo, and Ironton. 

a) The Wabash is an important line of 2,524 miles, extending 
from Buffalo to the Missouri River. The Pennsylvania already 
has large financial interests in it. This is the major line in the 
5-Plan Wabash-Seaboard. 

b) The Norfolk and Western is a most valuable railroad ex- 


Ibid., Record, pp. 444-97. 
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tending from Norfolk, Virginia, to Cincinnati and Columbus, 
Ohio, with a total mileage of 2,259 and with a large and profitable 
tonnage. The Pennsylvania has long had an important interest in 
this road. This is another major line in the 5-Plan Wabash-Sea- 
board. 

c) The Detroit, Toledo, and Ironton has less than 500 miles, 
but is valuable for the movement of coal, ore, etc., from the south 
to Detroit and for the outbound movement of Detroit traffic. 
This is another of the railroads in the proposed Wabash-Sea- 
board." 

3. Baltimore and Ohio.—The Baltimore and Ohio System is to 
have, in addition to its present lines, the following railroads: 

a) The Buffalo, Rochester, and Pittsburgh (602 miles). This 
railroad gives access to considerable traffic in the Buffalo and 
Rochester areas. It also helps in the establishment of a shorter 
line from Chicago to New York City and a less congested line in 
the Pittsburgh area. 

b) The Reading System (2,313 miles). This system is consid- 
ered by the Baltimore and Ohio as a necessary addition, to make 
it possible for it to have its own tracks from Philadelphia to New 
York and to add substantially to its strength in the east. The 
Baltimore and Ohio also has need for the Reading to make it 
possible for it to participate effectively in the New England traf- 
fic. Both the 5-Plan and the 4-Plan allocate the Reading System 
to the Baltimore and Ohio.” 

An important phase of the Baltimore and Ohio testimony be- 
fore the Commission is in connection with its wish for a shorter 
line from Chicago to New York City. This line would go from 
Chicago to Butler, Pennsylvania, over the present tracks of the 
Baltimore and Ohio, thence by the Buffalo, Rochester, and Pitts- 
burgh for 74 miles, thence over the Buffalo and Susquehanna for 
55 miles, with 74 miles of trackage rights from the Pennsylvania, 
thence over the Reading System to New York City. This line would 
be 83 miles shorter than the present Chicago and New York line 
and would be 720 feet less in elevation over the Appalachian 
Mountains. It would avoid going through Pittsburgh over the 


Ibid., 1932, 4-Plan Application, 1931. Jbid., 1932, Record, pp. 51-99. 
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Baltimore and Ohio, an expensive operation because of grades and 
congestion. It would also avoid the congested tunnels in Balti- 
more for export and trans-shipment through the Panama Canal."’ 

c) The Lehigh and Hudson. This is a valuable bridge railroad 
for the Baltimore and Ohio in its traffic movements to and from 
the New Haven at Maybrook, New York. 

d) The Western Maryland. This line of approximately goo 
miles connects Baltimore with Elkins, West Virginia, and with 
Connellsville, Pennsylvania. The Baltimore and Ohio contends 
that the greatest value of this railroad would be as a part of the 
Baltimore and Ohio—not as a separate railroad. Much of its 
tonnage originates in the territory served by the Baltimore and 
Ohio and moves over it to reach the Western Maryland. The 
Western Maryland branch from Cherry Run east affords the Bal- 
timore and Ohio a good connection with the Reading at Shippens- 
burg, Pennsylvania, for movement of the traffic of the Baltimore 
and Ohio to the Reading industrial centers, New York City and 
New England. The Commission, in the 5-Plan, allocated the 
Western Maryland to the Wabash-Seaboard. 

e) The Chicago and Alton. The Baltimore and Ohio believes 
that this railroad, of over 1,000 miles, would be important for it 
as a line from Chicago to St. Louis and Kansas City. It contends 
that the western end of its system needs to be strengthened. The 
allocation of this line to the Baltimore and Ohio is in both the 
5-Plan and the 4-Plan; and the Commission permitted its acquisi- 
tion in 1931. 

f) The “Monon.” This railroad of 647 miles is a very impor- 
tant north and south line crossing Central Freight Association 
Territory from Chicago to Cincinnati and Louisville, where it con- 
nects with the Louisville and Nashville and the Southern for a 
large traffic moving between the south and C.F.A. Territory. The 
Baltimore and Ohio asks for the acquisition of this line, to 
strengthen the western end of its system."4 

4. Chesapeake and Ohio—Nickel Plate.*X—Under the 5-Plan, the 

13 Ibid. 

4 I[bid., 1932, Brief of Southern and Louisville and Nashville, pp. 1-83. 

18 Tbid., 1932, Record, pp. 291-358. 
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Chesapeake and Ohio—Nickel Plate was to have these lines: 
Chesapeake and Ohio, Erie, Hocking Valley, Nickel Plate, Pere 
Marquette, which have been under the control of the Van Swer- 
ingen interests and closely associated for about eight years. It 
was also to have the Lackawanna, to strengthen its line from 
Buffalo to New York City. 

Under the 4-Plan, the Lackawanna is given up by the Chesa- 
peake and Ohio-Nickel Plate to the New York Central. Under 
this plan, it is to have the following railroads from the Commis- 
sion’s Wabash-Seaboard: 

a) The Chesapeake and Ohio of Indiana (285 miles). The 
5-Plan took from the Chesapeake and Ohio its Chicago line, the 
Chesapeake and Ohio of Indiana, and allocated it to the Wabash- 
Seaboard. This would deprive the Chesapeake and Ohio of any 
line of its own from Cincinnati westward. It is contended that 
this would cripple the Chesapeake and Ohio to an important de- 
gree. 

b) The Wheeling and Lake Erie (512 miles). The Chesapeake 
and Ohio-Nickel Plate asks for the Wheeling and Lake Erie on 
the ground that it supplements the Nickel Plate line to a greater 
degree than it competes with it. It points out that the Nickel 
Plate is largely an east-and-west line, while the Wheeling and 
Lake Erie is a north-and-south line; that the Nickel Plate reaches 
none of the large centers of traffic in northeastern Ohio except 
Cleveland; that it uses the Wheeling and Lake Erie to reach these 
centers, the Wheeling and Lake Erie and the Pittsburgh and West 
Virginia to secure entrance into the Pittsburgh territory. The 
5-Plan assigned the Wheeling and Lake Erie to the Wabash-Sea- 
board. 

c) The Lehigh Valley (1,362 miles). This railroad was assigned 
in the 5-Plan to the Wabash-Seaboard, as one of its most impor- 
tant links. In the 4-Plan it is allocated to the Chesapeake and 
Ohio-Nickel Plate, in the place of the Lackawanna—a line of 
about equal importance to the Lehigh Valley, from the point of 
view of tonnage, location, and capacity. The Lehigh Valley from 
Buffalo to New York is 53 miles longer than the Lackawanna, but 
its ruling grades are considerably more favorable for economical 
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operation. It has a shorter mileage of helper grades. The Chesa- 
peake and Ohio—Nickel Plate thinks that the Lehigh Valley as an 
auxiliary to the Erie would be more valuable than the Lackawan- 
na and that the Lehigh Valley reaches more territory not served 
by the Erie than does the Lackawanna. 

The Commission’s complete plan (1929) was presented to the 
carriers of the United States and to the different users of railroad 
services as a definite proposal for their consideration. The re- 
sponses of the users of the railroad services have been generally 
favorable. The responses of the carriers cover a considerable range 
of view. Many of the railroads, for one reason or another, have 
not yet responded. The carriers which have taken an active inter- 
est in the Commission’s plan have been confined to those in East- 
ern Territory, outside of New England. The New York Central, 
the Pennsylvania, the Baltimore and Ohio, and the Chesapeake 
and Ohio—Nickel Plate have presented their reactions to the Com- 
mission’s proposal in their 4-Plan petition and in their testimony 
in favor of it. The chief points of difference in their 4-Plan as op- 
posed to the Commission’s 5-Plan have been given above.” 

The presidents of the four systems testify that they have agreed 
with each other upon their proposal and that they are ready to be- 
gin the process of carrying out the details as soon as the Commis- 
sion approves it. They also testify that their plan meets all of the 
essential requirements of the Transportation Act of 1920, which 
provides for railroad consolidation. They argue for their plan on 
the basis of the following points: 

1. That it would provide for the allocation of all or substan- 
tially all the carriers, large or small, in Eastern Territory, outside 
of New England. 

2. That each of the four systems would have adequate main 
stems between Atlantic points and the Middle West, and direct 
routes between the important centers. 

3. That nearly all producing, consuming, and population cen- 
ters in Eastern Territory, excluding New England, would be 
served by two or more and in many cases by all four systems. 

4. That each of the four systems would have access to at least 

Ibid. 
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two of the five principal North Atlantic ports and that none of 
these ports would be without railroad competition. 

5. That each of the four systems would have substantial ac- 
cess to the lower Lake ports, Ohio River crossings, and Lake 
Michigan ferry routes—for participation in the large volume of 
traffic passing through or over them. 

6. That the four systems would have the necessary physical 
and financial strength to render efficient and economical service. 

7. That the four systems would be reasonably balanced with 
each other and would be able to render a greater amount of actual 
competitive service than a larger number of systems could render. 

8. That the plan would fully comply with the specific require- 
ment of the law: ‘Competition shall be preserved as fully as pos- 
sible and wherever practicable the existing routes and channels of 
trade and commerce shall be maintained.” 

9. That the changes in the allocation of railroads as over the 
5-Plan would be in the public interest as well as in the interest of 
the carriers."7 


Il. THE 4-PLAN BEFORE THE COMMISSION: TESTIMONY 
AND BRIEFS (1932) 

The carriers presented their testimony for the modification of 
the 5-Plan and for the acceptance of the 4-Plan in January, 1932. 
The opposing groups presented their testimony early in March. 
The briefs were filed and oral arguments were made in April. 

The testimony covers a good many thousand pages in the 
Record. The two briefs of the carriers cover 289 pages. More 
than 30 briefs are filed by other parties—in favor of the 4-Plan or 
opposed to it. The size of these briefs ranges from a few pages to 
approximately 200 pages. The record of the oral arguments is a 
voluminous one. 

The testimony, briefs, and oral arguments cover a wide range of 
interests and views. They may, however, be put into a number of 
important groups, as follows: (1) New England, (2) the bridge 
lines, (3) Syracuse and Central New York, (4) Western Maryland, 
(5) the Virginia Lines, (6) the “Monon.” 

1. New England——The New England communities divide 


11 Ibid., Carriers’ Application, 1931. 
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themselves sharply into two groups: (1) those favoring the 4-Plan 
and (2) those vigorously opposing the essential parts of the 4-Plan. 

Eighteen associations are in favor of the 4-Plan, on the ground 
that it is the best solution of railroad consolidation in Eastern 
Territory, outside of New England, now available or likely to be 
available. They are also in favor of trunk-line penetration of New 
England—the absorption of the New England railroads by the 
four trunk lines. They are convinced that New England should 
not be considered as separate from the other sections in this terri- 
tory, either for its own interests or for those of the other sections. 
They believe that, with the trunk lines in New England, the keen- 
est railroad competition would be maintained."* 

The state of Rhode Island opposes the Commission’s 5-Plan in 
so far as it creates two separate systems for New England—the 
Boston and Maine and the New Haven. It contends that New 
England is a part of Eastern Territory. It does not accept the idea 
that the Hudson River separates New England from Eastern 
Territory or that it is a real barrier in railroad transportation. 
Rhode Island approves the handling of the bridge railroads as 
proposed in the 4-Plan, provided that this is done with the view 
of extending the trunk lines into New England.” 

The city of Boston and the Boston port authority join in op- 
posing the 4-Plan. They think that this plan would place New 
England under the dominance of the Pennsylvania; that it would 
divert traffic from the port of Boston to the port of New York, 
where the Pennsylvania has very extensive interests. They also 
think that the New York Central should not absorb the Ontario 
and Western. They oppose the allocation of the bridge lines as 
proposed in the 4-Plan.?° 

The greatest opposition from any New England group comes 
from the governors of Connecticut, Maine, Massachusetts, New 
Hampshire, and Vermont. Their testimony and brief cover hun- 
dreds of pages.” The chief points in their opposition to the 4-Plan 
may be summarized as follows: 

8 Their brief, pp. 1-26. 

9 Its brief, pp. 1-36; Record, pp. 1275-80, 1336-43, 1368-70, 1375-81. 

2° Their brief, pp. 1-32; Record, pp. 1321, 1385, 1458, 1657-80. 

Record, pp. 947-1256, 1329-30, 1348-55, 1379, 1442, 1612, 1624, 1640-41. 
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a) That the 4-Plan should not be approved by the Commission 
unless the approval is conditioned by requiring the Pennsylvania 
and its affiliated Pennroad Corporation to divest themselves of 
their holdings in the New England roads. These two corporations 
control about 23 per cent of the voting stock of the New Haven; 
they, working through the New Haven’s holdings in the Boston 
and Maine, control nearly 46 per cent of its voting power. 

b) That the 4-Plan should not be approved by the Commission 
unless it restrains each of the four trunk lines from directly or in- 
directly holding any stock in any New England railroad except as 
the Commission may grant, so that neither of the four systems 
may be able to dominate the traffic of New England.” 

c) That the 4-Plan would imperil the existing competition at 
New England gateways, for traffic originating in New England, 
and that some of the existing routes and channels of trade through 
these gateways would tend to disappear. They believe that the 
competition among the trunk lines at these gateways for traffic 
originating in New England has been New England’s most im- 
portant transportation 

d) That the existing rail and water differentials from New 
England to the South and West would tend to disappear, if any 
one of the trunk lines should have a dominating position in the 
two major New England railroads; that these two railroads should 
continue to be entirely free from control outside of New England.*4 

The five governors contend that the allocation of the four 
bridge railroads, as proposed in the 4-Plan, would be disadvan- 
tageous to New England. They say that these lines are essential 
links in New England’s rail connections with other parts of the 
country and that they should not be assigned to any or all of the 
trunk lines. They are inclined to think that it would be for the 
best interest of New England and other sections if these bridge 
lines were allocated to the major New England lines.” 

2. Bridge railroads.—The Lehigh and Hudson and the Ontario 
and Western take no part in the hearings on the 4-Plan. The Le- 

22 Their brief, pp. 9-10; Record, pp. 982, 1181-91. 

23 [bid., pp. 12-133. 24 25 Ibid., pp. 134-39. 
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high and New England and the Delaware and Hudson participate 
in the case. 

The Lehigh and New England opposes the 4-Plan in so far as it 
allocates it to the joint ownership of the four trunk lines. It pre- 
fers to remain independent; it wishes to be assigned to only one 
system, to the New Haven, or to one of the four trunk lines, in 
case it is necessary for it to be absorbed.” 

The Delaware and Hudson is both a bridge line and a line orig- 
inating a large tonnage of its own. It was assigned in the 5-Plan 
to the Boston and Maine. In the 4-Plan it is allocated to the 
joint ownership of the four trunk lines. The Delaware and Hud- 
son vigorously opposes such allocation.” 

It makes the point that each of the four trunk lines is eager to 
acquire it, and that each opposes another’s efforts to acquire it. 
It contends that the record supplies ample proof that their alloca- 
tion of the Delaware and Hudson jointly to the four trunk lines is 
because of the impossibility of their agreement that any one of 
them should have it. It feels that the 4-Plan offers much oppor- 
tunity for the trunk-line carriers to stifle competition and to di- 
vert traffic from the existing routes.” 

3. Syracuse, elc.—Syracuse and Oswego are the only commu- 
nities in New York which oppose the 4-Plan before the Commis- 
sion, and they oppose it only in so far as it proposes to allocate the 
Lackawanna and the Ontario and Western to the New York Cen- 
tral. Such allocation would deprive both of these centers of any 
railroad competition. Syracuse has a population of 209,000; and 
Oswego, 22,000. Utica, with 101,000, and Rome, with 32,000, 
would likewise be deprived of all railroad competition by such 
allocations. 

The Syracuse contention for the continuation of competition 
between two or more railroads is not only for itself and its en- 
virons but also for Oswego, Rome, and Utica. It opposes the allo- 

* Its brief, pp. 1-21; Record, pp. 2391, 2401-5. 

27 Its brief, pp. 1-130, Record, pp. 74, 163-64, 211-14, 276-77, 428-46, 576-77, 
771-88, 1368-69, 1415-95, 1541-99, 2023-24. 

8 Ibid. 


212 THE JOURNAL OF BUSINESS 


cation of the Lackawanna to the New York Central on the fol- 
lowing grounds: 

a) That the manufactured products of the plants located in 
Syracuse and in Solvay, which immediately adjoins Syracuse, had 
a value in 1929 of over a quarter of a billion dollars; that a city 
of this value of products should be considered an important cen- 
ter—sufficiently important to demand railroad competition under 
the provisions of the Transportation Act of 1920. 

b) That Syracuse is the only city of its size in all of Eastern 
Territory, except Providence, Rhode Island, with its water com- 
petition, which would have no railroad competition. 

c) That all of its neighboring competitive cities would have the 
competition of two or more railroad systems, while Syracuse 
would have none.”? 

4. Western Maryland.—The position of the interests in Mary- 
land and some of her neighbors on the 4-Plan proposal to allocate 
the Western Maryland to the Baltimore and Ohio is divided some- 
what as the New England interests divide themselves on trunk- 
line penetration of New England. 

The Baltimore Association of Commerce is in favor of the allo- 
cation of the Western Maryland to the Baltimore and Ohio, with 
certain reservations. This group thinks a 4-Plan is to be preferred 
to a 5-Plan of consolidation in Eastern Territory, excluding New 
England. It makes the reservation that, if in a 4-Plan, Norfolk, 
Philadelphia, or Boston should be given more trunk-line systems 
than each has at present, Baltimore should have three systems— 
a system built around the Western Maryland as well as the Balti- 
more and Ohio and the Pennsylvania.*° 

Four groups of Baltimore interests join in opposing the assign- 
ment of the Western Maryland to the Baltimore and Ohio and in 
urging that it be allocated to the New York Central in whole or to 
the Chesapeake and Ohio—Nickel Plate in whole or to the four 
trunk lines jointly, in case the Commission approves the 4-Plan 
rather than confirms its own 5-Plan. They are fundamentally op- 
posed to the allocation of the Western Maryland to any railroad 


29 Its brief, pp. 1-41; Record, pp. 2952-76, 2993-3013, 3055-3101. 
3° Its brief, pp. 1-13. 
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now serving Baltimore—either the Baltimore and Ohio or the 
Pennsylvania. They are convinced that the Baltimore Port will 
be handicapped in competition with New York, Boston, or other 
ports if it has only two railroads.* 

Another group of six—in Maryland and her neighbors—join in 
opposition to the assignment of the Western Maryland to the 
Baltimore and Ohio. They believe that it is vitally important for 
Baltimore and other cities along the line of the Western Maryland 
that it remain a competitor of the Baltimore and Ohio.* 

5. The Virginia lines.—No groups make a more vigorous fight 
against the 4-Plan than do the Virginia groups. Their opposition 
to the plan is largely on the ground that the three Virginia rail- 
roads should be left independent—at least should not be merged 
into the trunk lines. They contend that the Pocahontas region is 
as separate and distinct a traffic area as is New England. 

The Corporation Commission of Virginia and the city of Nor- 
folk join in presenting voluminous testimony and a brief of nearly 
200 pages. The chief points in their testimony and brief may be 
stated as follows: 

a) That the 4-Plan would eliminate the competition of carriers, 
of commodities, of markets, and of ports; that the results of such 
elimination would be disadvantageous to Virginia, West Virginia, 
and some of their neighbors.*4 

b) That the merging of the Norfolk and Western into the Penn- 
sylvania would completely destroy the competition which exists 
between them and thereby do damage to the communities of Vir- 
ginia, especially the port at Hampton Roads. They argue that this 
competition has been a very real basis for the growth of these com- 
munities.*5 

c) That the Chesapeake and Ohio would be transformed into a 
position of financial weakness from one of great strength; that the 
proposed alignment of the Chesapeake and Ohio with the other 
lines in the proposed Chesapeake and Ohio—Nickel Plate would 


3 Their brief, pp. 147; Record, pp. 1798-1950. 

3 Their brief, pp. 1-29, Record, pp. 1849-1949. 

33 Their brief, pp. 1-194; Record, pp. 378-79, 2554-74, 2629-2804. 
34 [bid., pp. 80-85. 38 Jbid., pp. 148-54. 
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mean a financial drain upon the earnings of the Chesapeake and 
Ohio for all time. They think that an important purpose of the 
4-Plan is to give financial strength to the Erie and through it to 
New York, as opposed to Norfolk.* 

d) That the Chesapeake and Ohio—Nickel Plate, as proposed in 
the 4-Plan, would tend to drain away the traffic of Virginia com- 
munities and the port at Hampton Roads and, therefore, change 
the routes and channels of trade.3? 

e) That the joint ownership of the Virginian by the Chesapeake 
and Ohio-Nickel Plate and the Pennsylvania would mean com- 
plete elimination of competition and the disruption of the existing 
channels of trade.** 

The state of West Virginia opposes the 4-Plan on the same 
grounds as Virginia—that it would bring damage to the interests 
of West Virginia.*? 

The Property Owners Committee—an organization of owners 
of coal properties located in Virginia, West Virginia, Kentucky, 
and Tennessee, producing and shipping a very large tonnage— 
opposes the 4-Plan for the reason that it so allocates the railroads 
that each system which serves the southern coal fields would also 
serve the northern coal fields. They think that such a plan would 
tend strongly to build up the coal mines located north of the Ohio 
and Potomac rivers, to the disadvantage of those mines located 
south of these rivers. They believe that the mines south of these 
rivers have prospered largely because of the fact that there have 
been southern railroads which have been interested exclusively in 
the southern mines.*° 

6. The ““Monon.’’—The opposition to the Baltimore and Ohio 
absorbing the ““Monon”’ is very important. The testimony and 
briefs cover many pages and are significant for the clearness of the 
case against the proposal, especially on the ground of the competi- 
tion of markets. 

Sixteen groups of interests in Alabama make a strong state- 
ment against two proposals in the 4-Plan: (1) that the Baltimore 
3% Tbid., pp. 156-62. 

37 [bid., pp. 162-66. 39 Its brief, pp. 1-20. 
38 Jbid., pp. 168-73. 4° Their brief, pp. 1-77. 
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and Ohio absorb the “Monon,” (2) that the Chesapeake and Ohio- 
Nickel Plate take over the Chicago and Eastern Illinois, a railroad 
of 939 miles with its southern point at Evansville on the Ohio 
River, where it connects with the Louisville and Nashville. They 
oppose such action on the ground that each of these railroads is a 
north-and-south line in Central Freight Territory, and that their 
absorption by east-and-west trunk lines would profoundly dis- 
turb the existing channels of trade, especially for goods manu- 
factured in the southern states for sale on the markets in Ohio, 
Indiana, Illinois, and Michigan, in competition with goods manu- 
factured in the northern states. They contend that these two rail- 
roads crossing the trunk lines in C.F.A. Territory in a north-and- 
south direction should remain independent of control by the 
trunk lines which traverse this territory easterly and westerly, 
that the goods produced in the Southern Territory might have a 
greater opportunity to be marketed in C.F.A. Territory. They 
argue in favor of Mobile (Alabama) as an important export and 
import point for this territory, especially the Chicago area.* 

The same point of view features the testimony and the brief of 
the Southern and the Louisville and Nashville in their opposition 
to the Baltimore and Ohio taking over control of the “Monon.” 
They petition the Commission to deny the application of the 
Baltimore and Ohio to absorb the “Monon” in whole or in part, 
and they ask the Commission to grant the joint application of the 
Southern, Louisville and Nashville, and “Monon”—that the en- 
tire interest of the “Monon” be granted equally and jointly to the 
Southern and the Louisville and Nashville. They state that at 
present these two railroads are joint and equal owners of 93 per 
cent of the common stock and 77 per cent of the preferred stock 
of the ‘‘Monon.”’# 

These two railroads argue that, should the Baltimore and Ohio 
absorb the “Monon,” much competition of railroads and markets 
would be needlessly destroyed; that the continuation of the pres- 
ent control of the “Monon” would maintain the existing routes 
and channels of trade, as the law requires. They point out that 
48 per cent of all carload traffic received by the “Monon” is de- 


# Their brief, pp. 1-27. # Their brief, pp. 1-83. 
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livered to it by the Southern and the Louisville and Nashville.* 

A significant point made by these railroads is in the matter of 
the vital relationship between southern prosperity and the con- 
tinuance of control of the “Monon” by the two southern railroads. 
They claim that this prosperity demands that the rail haul from 
the southern markets to markets in C.F.A. Territory should be 
as continuous from point of origin to point of market as possible; 
that the control of the “Monon” by these two southern roads 
makes such a haul practically continuous, even though it is over 
two different systems. They point out that the furniture, tobacco, 
cotton textile, steel, paper, and other important industries of the 
southern states are dependent, in large measure, upon markets in 
C.F.A. Territory; and that, from the beginning of these indus- 
tries, the principal consuming area for their products has been the 
more densely populated sections east of the Mississippi River 
and north of the Ohio and Potomac rivers.*4 

The carriers, in defending their 4-Plan against the testimony 
and briefs of those opposing it, present to the Commission impor- 
tant briefs. The Baltimore and Ohio, Chesapeake and Ohio— 
Nickel Plate, and Pennsylvania are in complete agreement and 
present a joint brief, covering 265 pages. The New York Central 
is not in complete agreement with the other three carriers on some 
points and presents a short brief of its own. The joint brief, how- 
ever, speaks for all four carriers on most of the features of the 
4-Plan. 

The joint brief of the carriers points out the fact of the remark- 
able agreement on the 4-Plan and most of its details by those who 
appear before the Commission in opposition. The record con- 
firms this: that the opposition from communities or other car- 
riers concerns itself with local situations, not with opposition to a 
4-Plan rather than a 5-Plan.*s 

The carriers assert that they have worked toward a consolida- 
tion which will promote economy and efficiency in railroad opera- 
tion, including the operation of the weak lines merged into each of 

43 Ibid., pp. 1-83; Record, p. 2290. 

44 Tbid., pp. 15-78; Record, pp. 14-21, 2110-11, 2124-2340. 
45 Joint brief, pp. 5-8. 
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the four systems. They, however, make no attempt to deny that 
the economy and efficiency which may follow must not be secured 
at too great an expense of the transportation privileges of commu- 
nities and industries. They know that the law requires that any 
consolidation must be in terms of the preservation of railroad 
competition “as fully as possible” under a consolidation system; 
and that any consolidation is limited by the requirement that the 
existing channels of trade and commerce shall be kept “wherever 
practicable.”’*° 

They do not grant the contention that the competition required 
by the law includes “market competition.” They contend that it 
includes only railroad competition. They think that the statute 
when it refers to routes and channels of trade, does not also refer 
to movements or interchange of traffic; and that, if a certain uni- 
fication of railroads might tend to lessen a trend of movement or of 
interchange of traffic, this would not be in violation of the statute, 
so long as the route for the movement or the interchange of traffic 
is kept open by the railroads. They assert that the 4-Plan com- 
pletely meets the requirement of the law when it provides that 
“all established and now existing through routes between the car- 


riers comprising the four systems are to be maintained.’’4” 


Ill. THE 4-PLAN BEFORE THE COMMISSION: COMMISSION’S 
MODIFICATION AND APPROVAL (1932) 

The Commission is called upon to pass judgment upon the 
4-Plan as this differs from its 5-Plan. Its decision was made July 
13, 1932. 

The Commission decides that its proposal for the Wabash- 
Seaboard should be abandoned, for reasons of financial instability 
of the proposed trunk line, and for reasons that the railroads in 
the system lack the necessary co-ordination.“ 

The Commission also decides that not more than four systems 
in Eastern Territory, outside of New England, can be set up under 
the requirements of the law. It points out that at present this 


 Ibid., pp. 12-18. 
47 Joint brief, pp. 22-25; 4-Plan Application, p. 16. 
#1.C.C. Doc. 12964, 1932, Decision, pp. 405-7. 


218 THE JOURNAL OF BUSINESS 


territory has two powerful and well-co-ordinated systems, more or 
less equal to each other; that these two systems now own or con- 
trol approximately one-half of the entire mileage in Eastern Ter- 
ritory—even more than one-half of the desirable mileage. It be- 
lieves that the other mileage is not sufficient to make more than 
two other effective systems. The Commission therefore accepts a 
major contention of the carriers in their 4-Plan.*? 

The 5-Plan for Eastern Territory, outside of New England, is, 
therefore, given up for the 4-Plan. The Seaboard is left for future 
allocation. The ““Monon”’ is assigned to the Southern and the 
Louisville and Nashville. The Commission believes that the 
Transportation Act includes the competition of markets as well 
as the competition of railroads. The arguments of the Southern 
and the Louisville and Nashville and of the state of Virginia on 
the competition of markets are substantially accepted by the 
Commission.*° 

The Commission sets up the following systems for Eastern 
Territory, outside of New England: (1) New York Central, (2) 
Pennsylvania, (3) Baltimore and Ohio, (4) Chesapeake and Ohio- 
Nickel Plate. 

1. New York Central.—The Commission allocates to the New 
York Central its present owned or leased lines and a good many 
others. Most of the additions are small railroads, except the 
Lackawanna and the Virginian. The Lackawanna is asked for in 
the 4-Plan. The Virginian was assigned to the New York Central 
in the 5-Plan. 

The Commission is convinced that it would be in the public 
interest for the New York Central to absorb all of the Lacka- 
wanna except the line from Chenango Forks, New York (11 
miles north of Binghamton), through Syracuse to Oswego, on 
Lake Ontario. This line is assigned to the Chesapeake and Ohio-— 
Nickel Plate, and also trackage rights over the Lackawanna from 
Binghamton to Chenango Forks. The Commission, therefore, 
preserves to Syracuse and Oswego railroad competition. It does 
not change its allocation of the Virginian. It believes that its as- 
signment in the 5-Plan should stand—on the ground of serving the 


49 Ibid., pp. 408-9. 5° Ibid. 
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public interest not only in Virginia but also in a considerable part 
of trunk-line territory. It thinks that the route from Hampton 
Roads over the Virginian across the Kanawha River to a connec- 
tion with the Kanawha and Michigan Railroad, a part of the 
New York Central, should be continued in full force. It also 
thinks that the New York Central at present does not have a 
sufficiently high percentage of bituminous coal tonnage—very 
much less than either of the other three trunk lines—and that the 
disparity between the tonnage originated and the tonnage ter- 
minated on the New York Central is too great; and that the Vir- 
ginian’s large originated tonnage will substantially add to the 
New York Central’s originated tonnage and thereby balance in 
large measure its tonnage and that of each of the other three sys- 
tems. It accepts the contentions of the state of Virginia to the 
effect that the Virginian should not be absorbed jointly by the 
Chesapeake and Ohio—Nickel Plate and the Pennsylvania.* 

2. Pennsylvania.—The Commission allocates to the Pennsyl- 
vania, in addition to its present owned or leased lines, the Detroit, 
Toledo, and Ironton, the Norfolk and Western, the Wabash—the 
chief lines asked for the Pennsylvania in the 4-Plan. It does this 
with the proviso that no one of these may be absorbed by the 
Pennsylvania until it has divested itself of all stock held in the 
New Haven and the Boston and Maine (directly or through the 
Pennroad Corporation), or has placed all such stock in the hands 
of independent trustees approved by the Commission. The Com- 
mission believes that the Pennsylvania should absorb these lines 
and that the public interest would be served thereby, as soon as it 
meets the conditions of the proviso. It gives due weight to the 
important objections from Virginia and other interests to the al- 
location of the Norfolk and Western to the Pennsylvania. It, 
however, thinks that the greatest use of the Norfolk and Western 
is in connection with the Pennsylvania.” 

3. Baltimore and Ohio.—To the Baltimore and Ohio, the Com- 
mission assigns the following railroads, in addition to its present 
owned or leased lines: the Lehigh and Hudson, the Reading Sys- 
tem, and the Western Maryland. The Commission believes that 


[bid., pp. 415-22. 8 Tbid., pp. 414-21. 
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the Reading will add greatly to the strength of the Baltimore and 
Ohio, and that such allocation will be in the public interest. It 
thinks that the Lehigh and Hudson is a necessary adjunct of the 
Baltimore and Ohio, to afford it a direct connection with the New 
Haven; and it allocates it to the Baltimore and Ohio.* 

The Commission believes that Baltimore and most of the other 
opposing interests will be better served by the merged Baltimore 
and Ohio and Western Maryland, rather than by the consolida- 
tion of the Western Maryland, the Pittsburgh and West Vir- 
ginia, and the Wheeling and Lake Erie into a through line from 
Baltimore to the Great Lakes. It says that several attempts have 
been made to form such a route but that none has been success- 
ful.s4 

4. Chesapeake and Ohio—Nickel Plate——The Commission as- 
signs to this system the Chesapeake and Ohio, Erie, Hocking Val- 
ley, Nickel Plate, and Pere Marquette, which have been unoffi- 
cially grouped in one system for a few years. It also assigns to it 
the Chesapeake and Ohio of Indiana, the Lehigh Valley, and the 
Wheeling and Lake Erie. 

The Commission finds no important objection to such a group- 
ing except from Virginia and its neighbors. The Virginia objec- 
tions to the merging of the Chesapeake and Ohio with the other 
railroads in the Chesapeake and Ohio—Nickel Plate System are 
substantially the same as its objections to the allocation of the 
Virginian to the New York Central and the Norfolk and Western 
to the Pennsylvania—that each of these railroads should be left 
to itself for the sake of its prosperity and that of Virginia. The 
Commission dees not accept such objections. It thinks the argu- 
ment that, because of the financial prosperity of certain railroads, 
they should not be consolidated is inconsistent with the provisions 
of the Transportation Act. It believes that its allocation of each 
of the three Pocahontas roads to each of three trunk lines will 
sufficiently protect the interests in Virginia and West Virginia, 
especially at Hampton Roads.*s 

The Commission is convinced that the Lehigh and New Eng- 
land should be allocated jointly, in equal parts, to the four trunk- 

53 Ibid., pp. 411, 423. 54 Ibid., pp. 418-19. 58 [bid., pp. 419-22. 
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line systems; and it so allocates it. It states that, while this rail- 
road originates considerable anthracite and cement, its chief work 
is that of a bridge line. It says that it connects at Maybrook, 
New York, with nine railroads—a greater number of railroads 
than is afforded, directly or by means of a bridge line, at any 
other New England gateway. It leaves the Ontario and Western 
with the New Haven, as was proposed in the 5-Plan. The objec- 
tions from Oswego and certain New England interests to its allo- 
cation to the New York Central seem valid to the Commission. 
It thinks that this bridge railroad would add little, if any, strength 
to any of the trunk lines, but that it has important possibilities as 
a part of the shortest rail route between the Great Lakes and the 
Atlantic seaboard. 

The Delaware and Hudson is reallocated. It is taken from the 
Boston and Maine, to which it was assigned in the 5-Plan, and is 
left an independent line—at least until the final settlement by the 
Commission of the New England railroads. The Commission be- 
lieves that this railroad is the most important of the New England 
bridge lines; that this line would be more vital to the Boston and 
Maine, if two New England systems are created, than would be 
any of the other bridge lines to the New Haven. It thinks that, in 
case only one system is set up for all New England, the Delaware 
and Hudson would have its greatest value to the public when ab- 
sorbed jointly by the four trunk lines.** 

The Commission gives much thought to the New England tes- 
timony and briefs. It recognizes that the two groups of New Eng- 
land interests are sharply divided in their opinions on the 4-Plan. 
It thinks that, if trunk-line penetration should be determined, the 
New England interests would prefer that the New Haven, or a 
large part of it, go to the Pennsylvania. It, however, doubts that 
such addition to the Pennsylvania would be in the public interest, 
on the ground that such an addition would make it relatively 
larger and stronger than any of the other three systems with 
which it would compete. It believes that the Pennsylvania should 
not be permitted to retain its large holdings in the Boston and 
Maine and the New Haven if trunk-line penetration of New Eng- 
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land is agreed upon. It also believes that such a requirement of the 
Pennsylvania should be made if one or two purely New England 
systems are created.‘’ 

The Commission’s report is made by the chairman. The vote 
on the report is not unanimous. Three commissioners concur in 
only a part of the report. Two commissioners dissent—Eastman 
and McManamy. Eastman writes a vigorous dissenting opinion, 
and McManamy approves Eastman’s opinion. 

Commissioner Eastman’s chief grounds of dissent are: 

1. That the present economic condition makes it unwise at this 
time to decide upon a permanent alignment of the railroads in 
Eastern Territory. 

2. That the adoption of the 4-Plan for Eastern Territory, out- 
side of New England, largely destroys much of the Commission’s 
complete plan for the entire United States, and that consolida- 
tion for the other sections of the country will be more difficult to 
make now that the allocations in Eastern Territory have been 
officially determined. 

3. That the 4-Plan has a vital defect in so far as it is predomi- 
nantly an east-and-west plan centering on New York City, giving 
it more routes than it has ever had. He questions whether there is, 
at present, a need for these additional routes, or whether there 
may be for some time to come. He also questions whether such 
concentration on New York City is a desirable thing for Eastern 
Territory and the Southern Territory. He thinks that the port of 
New York needs more competition with other ports than is pro- 
vided for in the 4-Plan, for its own sake and that of the country as 
a whole. He is convinced that the Commission’s approval of the 
Baltimore and Ohio’s absorption of the Reading System and the 
Western Maryland means that the Baltimore port will become 
less important and the New York port more important, as far as 
the Baltimore and Ohio is concerned. He thinks that the absorp- 
tion of the Western Maryland by the Baltimore and Ohio means 
that the Baltimore port will really have but one railroad with a 
major interest in it—that the Pennsylvania’s dominant interests 
are in the ports of New York and Philadelphia rather than in 
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Baltimore. He believes that Philadelphia will suffer, as compared 
to New York, as the result of the Baltimore and Ohio taking over 
the Reading. He is convinced that Hampton Roads will be at a 
disadvantage, as compared to New York, as the result of the 
merging of the Chesapeake and Ohio with the Erie, the Norfolk 
and Western with the Pennsylvania, and the Virginian with the 
New York Central. 

4. That the 4-Plan subordinates the north-and-south move- 
ments of traffic, at the time it magnifies the east-and-west move- 
ments. He thinks that the allocation of the railroads in the South- 
ern Territory should have been determined upon at the same time 
as the allocation of railroads in Eastern Territory; and that the 
Virginia railroads should not be absorbed by the east and west 
lines. 


The Commission has established a plan for the consolidation of 
railroads in Eastern Territory, outside of New England, twelve 
years after the passage of the Transportation Act of 1920, which 
made provision for a consolidation in all sections of the country. 
The setting-up of a plan for the consolidation of the railroads in 


Eastern Territory into four systems does not, however, end the 
work of the Commission or the carriers. The management of each 
of the four systems has yet to develop an equitable plan for the 
payment for each railroad to be merged into its ownership; and 
this plan must be approved by the Commission before any steps 
can be taken to carry it into operation. 


88 Tbid., pp. 442-51. 


A COMPARISON OF SPECIAL DISCOUNTS AND 
ALLOWANCES IN THE GROCERY, DRUG, 
AND TOBACCO TRADES, II 


W. H. S. STEVENS 


IMPORTANCE OF VOLUME ADVERTISING 
AND MISCELLANEOUS ALLOWANCES 

Kinds of discounts and allowances.—In its schedule on the sub- 
ject of special discounts and allowances, the Commission asked 
for reports on specified classes of special discounts and allowances, 
i.e., (1) straight volume allowances, no quotas or increases speci- 
fied, (2) volume allowances with a quota specified, (3) progressive 
discounts increasing with volume, (4) discounts for increases in 
volume over some prior period, (5) newspaper advertising, (6) 
window display, (7) counter display, and (8) featuring and deals. 

Besides these eight specific classes, the Commission’s schedule 
carried space for reporting three other classes: “all other volume 
not specified,” “all other advertising not specified,” and “all other 
allowances not specified.” In many cases manufacturers could not 
separate the amounts of two or more specified types of volume or 
advertising allowances, and hence returned them inclosed in 
brackets. These, together with those reported in the “all other 
volume” or “all other advertising and promotional,”’ were tabulat- 
ed, respectively, as “unallocated volume” and “unallocated ad- 
vertising and promotional” aJlowances. In the category “‘miscel- 
laneous” or “all other” allowances, there are likewise included any 
combinations of one or more types of volume allowances with one 
or more of advertising allowance. 

Amounts of allowances for volume, advertising, and other pur- 
poses.—The foregoing allowances obviously group themselves into 
three major categories, those numbered 1-4 and “all other vol- 
ume”’ being designated as “volume allowances,” those numbered 
5-8 and “all other advertising” as ‘“‘advertising allowances,” the 
third class being “all other” or “miscellaneous” allowances. The 
distribution of the amounts of the total allowances between these 
three major groups is shown in Table VII. The most noticeable 
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TABLE VII 


PERCENTAGE DISTRIBUTION OF VARIOUS TYPES OF ALLOWANCES FOR 
SPECIFIED TYPES OF DISTRIBUTION IN THE TOBACCO, 
GROCERY, AND DRUG TRADES 


Amounts of Volume Advertising poy 


Allowances (Per Cent) (Per Cent) (Per Cent) 


Tobacco—1929 


$5,263,492 11.40 80.96 
1,153,669 15.26 79-41 


$6,417,161 12.09 80.68 


Tobacco—1930 


$6,122,141 10.77 81.97 
806,850 17.37 76.95 


$6,928,991 II.53 81.390 


Grocery—1929 


44.03 38.44 
64.46 13.86 
48.52 33.90 


45.42 36.80 


Grocery—1930 


$5,840, 230 42. 42.07 
354,012 52. 19.66 
245,271 36. 43.96 


$6,430,513 42. 41.73 


Drug—1929 


$2,433,232 j 52.36 
980,650 -96 36.79 


36,400 6.29 
$3,450, 282 .89 47-45 


Drug—1930 


$2,848,505 52.76 
911,439 75 20.19 


38,988 7-32 
$3,798,932 49.98 44.48 


Wholesale.............. 5.33 
| [7-23 
5.68 
| 7.08 
Chain.................] $5,684,004 17.53 
Co-operative........... 249, 201 17.58 
Total..............] $6,306,212 17.78 
| 
28.23 
Co-operative........... 19.83 
15.68 
4-74 
4.25 
Independent department 
10.56 
4.66 
| 
6.06 
Independent department 
11.39 
5-54 
> 
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feature of this table is the high proportion (over 80 per cent) of 
total allowances which are paid in the tobacco trade for advertis- 
ing and sales promotion, only 36-48 per cent of the total being 
given for this purpose in either year in either groceries or drugs. 
In the two latter trades, between 40 and 50 per cent of the total 
allowances are for volume, but the tobacco trade averages less 
than 15 per cent for this purpose. The grocery distributors secure 
much higher proportions of miscellaneous allowances than either 
the tobacco or drug distributors. 

In all three trades, the chain distributors report lower propor- 
tions of their total allowances for volume and higher proportions 
of their total for advertising than do the wholesalers, a situation 
which presumably reflects the superior advertising and sales pro- 
motional possibilities of the retail outlets of the chain. On the 
other hand, in view of the very large volume of many of the chains 
which are included in the figures, it is somewhat surprising to find 
that the results are so consistent in all three lines. This situation 
is the more interesting because of the fact that the independent 
department stores in the drug trade, despite their extensive ad- 
vertising, obtain over 80 per cent of their allowances for volume, 
as compared with slightly over 40 per cent of their total which the 
drug chains were given for this purpose. This presumably re- 
flects the advertising advantage of multiple outlets and their 
geographical dispersion, as compared with single outlets. 

The co-operative grocery chains show substantially higher pro- 
portions of their allowances for volume and lower proportions for 
advertising in 1929, and the reverse in 1930. 

Proportions of manufacturers giving volume, advertising, and 
miscellaneous allowances.—About two-thirds of the manufacturers 
making allowances give them for advertising and sales promotion 
in the tobacco and grocery trades; but in drugs, only a little over 
half of them. About 27 per cent of the manufacturers give mis- 
cellaneous or “all other” allowances in the grocery trade, as com- 
pared with less than 20 per cent for the other two types of manu- 
facturers (Table VIII). The number and proportion of manu- 
facturers making allowances for volume is much lower in both 
groceries and tobacco than the proportion making allowances for 
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advertising and promotion; but in drugs, the reverse is true by a 
small margin. 

As between the different types of distributors, larger propor- 
tions of manufacturers gave allowances for volume to chains in 
tobacco (49.4 per cent) and groceries (44.9) than to wholesalers 
(49.3 per cent and 38.8 per cent, respectively), the reverse of 
this situation being shown in the advertising and promotional al- 


TABLE VIII 


PROPORTION OF MANUFACTURERS OF TOBACCO, GROCERY, AND DRUG 
PRODUCTS GIVING SPECIFIED KINDS OF ALLOWANCES TO 
SPECIFIED KINDS OF DEALERS, 1930 


MANUFACTURERS CF— 


Tobacco | Grocery Drug 
| Co- | Whole- et 
| .| Whole- To- | . | Whole- | To- To- 
| saler | tal | saler | | tal | Chain) | De- | 
} | | | ative part- 
ment 
| j | Store 
| 
Volume or quan- | | 
tity.........] 49-4 49.3 54 3 44.9 38.8 | 32. 845. 8 50.2 58.5  68.053.5 
Advertising and | | 
romotional..) 59. 3 64.4 68. 1 61.9 65.3 | 64. 864. I 54.2 38.1 34-052.3 
other.......| 12.3 17.8 18.1 23.0 25.6 | 24. 227. 16.4 15.0 


Number of man- 


ufacturers re- 
porting 
| 81 

| | 


73 


| 


| 94 


| 
| 

265 | 121 | 128. 273, 225 147 50 | 256 
| 


lowances, where 64.4 per cent of the tobacco and 65.3 per cent of 
grocery manufacturers gave allowances to the wholesalers, as 
compared with 59.3 and 61.9 per cent making allowances to the 
chains. In the drug trade this situation is sharply reversed, 58.5 
per cent of the manufacturers making volume allowances to 
wholesalers, as compared with 50.2 per cent to the chain, and only 
38.1 per cent giving advertising allowances to the wholesalers, as 
against 54.2 to the chains. 
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Proportions of dealers obtaining volume, adverlising, and miscel- 
laneous allowances.—Relatively more dealers in groceries than in 
tobacco, and relatively more in drugs than in groceries, obtained 
each of the three major types of allowances. 

In tobacco and groceries, the total number of dealers obtaining 
advertising allowances somewhat exceeds the number obtaining 
volume or quantity discounts; and this also holds true for the 
chains, wholesalers, and co-operatives, separately, with a qualifi- 


TABLE IX 


PROPORTION OF SPECIFIED KINDS OF DEALERS RECEIVING 
‘SPECIFIED TYPES OF ALLOWANCES, 1930 


| 
| 
| 
} | 
| | | 


| “Whole. To | whole | To- | whole ent | To 

saler | tal saler oper tal Chaie saler tal 

| | Store 


| 


| 

Volume or quan- | | 
Advertising and | | 


66.7, 80.0 74.0 86.2 92.0 94-990.8 95.9 100.0100.0 
8 


romotional..| 93.3 85.5 89.0 93. I 92.0 | 97-493-5 91.8 100.0 3395.6 
other...... *.| 86.7. 30.9 56.0 79-3 66.7 97-477-2 79.6 96.6 66.787.6 
45 | 55 | 100 | 87 39. | *4 49 58 


cation for the grocery wholesalers where the number receiving 
each type of allowance is the same. In drugs the reverse of this 
statement is true, again with a qualification for the wholesalers, 
where the number obtaining quantity discounts and advertising 
allowances is also identical. Relatively more wholesalers than 
chains in all three businesses got allowances for volume or quan- 
tity, and relatively more of the chains received allowances for 
advertising and promotion in tobacco and groceries. It is inter- 
esting to note that a relatively larger number of co-operative 


| DEALERS OF— 
| Tobacco Grocery | Drug 
| | | | Inde- | 
98.2 
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grocery dealers than of either chain or wholesale grocers obtained 
each of the three principal types of allowances. 

Proportions of volume, advertising, and miscellaneous allowances 
reported.—Another method of reflecting the relative importance of 
different types of discounts and allowances given in the different 
trades to different classes of dealers is to compare the number of 
times each of the different kinds of discounts are given. Each 
manufacturer reported the amount of each type of allowance 


TABLE X 


PROPORTION OF TIMES* SPECIFIED TYPES OF ALLOWANCES WERE REPORTED 
GIVEN TO SPECIFIED TYPES OF DEALERS, 1930 


DEALERS OF— 


Volume or | | | | 


quantity....| 22.5 36.2 28. 2 28.2| 36.0 23. 6 29.0 45. S| 63.6 | 70.7) 
Advertising and | | 
Total instances’ 472 | 340 | 812 1,868 875 829 3,5721,8402,638 | 82 4,560 


* Each manufacturer was asked to report the amount of each type of allowance given to each of a 
specified list of dealers. “Times” is a count of these entries. The number of instances represented is 
somewhat greater than the number of accounts in Table IV because certain customers received more 
than one kind of allowance and - were counted more than once, whereas in Table IV only the total 
number of accounts are recor: 


given to each of the specified dealers listed in the Commission’s 
schedule, and each of these amounts is counted once in Table X. 

The showing presented by these figures, which are available 
only for 1930, emphasizes the indications of the two preceding 
tables as to the relatively greater importance of advertising and 
promotional allowances in the grocery and tobacco, as compared 
with the drug, trades. Over half the instances of allowances in 
groceries, and nearly two-thirds of those in tobacco, are for this 


| — 

| | | 

Tobacco | Grocery | Drug 

ie | | 

Chain Whole To- Whole-| op- To- | Chain! Whole. | To- 
| saler | tal saler poet tal | saler east tal 
| | tive | 
} | ment 

| | | Store 
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purpose, as compared with less than one-third in the drug trade. 
A similar situation is found when the comparison made is between 
instances of allowance given to the different types of dealers, the 
number of allowances in groceries and tobacco for advertising and 
sales promotion greatly exceeding those given for volume to each 
type of dealer, as well as in total. The reverse is true of the total 
figures for the drug trade and for the wholesalers and department 
stores, but in the case of the drug chains the number of advertis- 
ing and promotional allowances slightly exceed those given for 
quantity. 

As between the chains and wholesalers, a relatively larger num- 
ber of allowances for quantity, and a relatively smaller number 
for advertising, are given to wholesalers than to chains in all three 
lines of business. From the point of view of frequency, therefore, 
allowances for volume are of relatively greater importance to 
wholesalers than to chains, and the reverse is true of the allow- 
ances made for advertising and sales promotion. 

Co-operative grocery chains show a higher proportion of al- 
lowances (60.7 per cent) for advertising and sales promotion than 
any other type of distributor in any of the three lines of business 
except tobacco chains. Department stores handling drugs, on the 
other hand, greatly exceed all others in the proportion of volume 
or quantity allowances. 

Summary of importance of volume and advertising allowances.— 

1. From the point of view of the amounts of money paid, ad- 
vertising allowances are of outstanding importance in the tobacco 
trade, over 80 per cent of the 6-7 million dollar total going for this 
purpose, as compared with less than 13 per cent for volume. In 
both the grocery and drug trades, on the other hand, larger 
amounts are paid for volume than for advertising and promotion, 
though only slightly so. 

2. Measured by (a) the number of manufacturers making al- 
lowances, (6) by the number of dealers receiving them, and (c) by 
the number of times they are reported, advertising and promo- 
tional allowances are more important than volume allowances in 
the grocery and tobacco trades, the reverse being generally true in 
the drug trade. 
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3. Measured by the total amounts of the allowances paid, vol- 
ume allowances are relatively more important to wholesalers than 
to chains in all three lines, and advertising and promotional al- 
lowances more important to the chains. 

4. Measured (a) by the number of dealers obtaining allowances 
and (6) by the frequency with which they are reported, advertis- 
ing allowances in the tobacco and grocery trades are relatively 
more important to the chains than to the wholesalers, and volume 
allowances more important to the wholesalers than the chains; 
but measured by the number of manufacturers giving them, ad- 
vertising and promotional allowances are more, and volume allow- 
ances less important to wholesalers than to chains in these two 
kinds of business. 

5. Measured (a) by the number of manufacturers reporting 
and (b) by the frequency with which they are reported, advertis- 
ing allowances in the drug trade are relatively more important to 
the chains than to the wholesalers, and volume allowances more 
important to wholesalers than to chains; but measured by the 
number of dealers receiving allowances, both volume and adver- 
tising allowances are more important to the wholesalers than to 
the chains. 

6. However, in three out of the four sets of criteria employed, 
the advertising and promotional allowances are relatively more, 
and volume allowances relatively less, important to the chains 
than to the wholesalers. 


IMPORTANCE OF VARIOUS KINDS OF VOLUME 
AND OF ADVERTISING ALLOWANCES 

Percentage distribution of special discounts and allowances by 
type of allowance.—Lack of space precludes the presentation of 
the full details of the various types of allowances given to various 
types of distributors according to the type of allowance. 

Table XI, however, shows for one year the percentage distribu- 
tion of the total special discounts and allowances given by manu- 
facturers (Table VIII) according to the type of allowance. 

The only important types of volume allowances are those given 
for large buying’ or to large buyers,’ “no quotas or increases being 

t Though not necessarily of the particular manufacturers products. 
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specified” and those based on “specific quotas,” although the 
latter is comparatively unimportant in tobacco. In the case of 
advertising and promotional allowances, aside from the “unallo- 
cated” and “all other’’ categories, only “newspaper” advertising 
and ‘featuring and deal” allowances exceeded 5 per cent of the 
total for all purposes, and this only in the case of grocery product 
manufacturers. The drug trade is outstanding in the proportions 


TABLE XI 


PERCENTAGE DISTRIBUTION OF TOTAL ALLOWANCES BY TYPE OF 


ALLOWANCE FOR TOBACCO, GROCERY, AND DRUG 
DISTRIBUTORS, 1930 


Volume or quantity: 


Unallocated volume............... 


No quotas or increases............. 7.97 15.68 
Quotas specified................... 1.27 13.11 
Progressive discounts. 3.82 
Increases over prior period......... 1.15 1.11 


Advertising and promotion: 
Window display................... 3.40 .36 
Counter display................... 4.13 .38 
Featuring and deals............... 3-13 6.92 
Unallocated advertising and promo- 
All other advertising and promotional 54.63 19.74 


be advertising and promotion- 


of allowances given for straight volume with “no quotas or in- 
creases” and with ‘‘quotas specified.”’ Over 15 per cent of the al- 
lowances paid in the grocery trade, and nearly 20 per cent in the 
drug trade, are in effect remuneration for being a large buyer. Of 
the specific types of allowances for advertising, the largest allow- 
ances in the tobacco trade are given for “window” and “counter” 
display; in the grocery trade, for “newspaper” advertising and 
“featuring and deals”; and in the drug trade for “newspaper” ad- 


vertising and “window” display. 


| 
Tobacco Grocery Drug 

18.89 
22.41 
6.41 
1.10 
49.98 
4-73 
2.89 
2.65 
2.27 
1.41 
39.53 
All other allowances................. 7.08 15.68 5.54 
Total allowances................ 100.00 100.00 100.00 
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Proportion of manufacturers making various types of allowances. 
—Nearly half of the reporting manufacturers making allowances 
in the tobacco trade gave some discounts for straight volume, and 
30 per cent or more of those in both the grocery and drug trades 
also. Between 20 and 25 per cent of the manufacturers in the 
tobacco and grocery trades gave allowances for featuring and 
deals. Some 27 per cent of the grocery manufacturers made some 


TABLE XII 


PROPORTION OF MANUFACTURERS GIVING SPECIFIED TYPES OF DISCOUNTS 
AND ALLOWANCES TO DEALERS, 1930 


Volume or quantity: 
No quotas or increases 
Quotas specified 
Progressive discounts 
Increases over prior period 
Unallocated volume 
All other volume 


Total volume 
Advertising and promotion: 
pa) 
Window display 
Counter display 


Featuring and deals 
Unallocated advertising and promo- 


All other advertising and promotional 


beg advertising and promotion- 


allowances for newspaper advertising, and 19.5 per cent of the 
drug manufacturers did likewise. 

Proportion of dealers obtaining various types of allowances.— 
Over 8g per cent of all the drug dealers obtaining allowances re- 
ceived something for straight volume, for quantity with specified 
quotas and progressive discounts for quantity. Although nearly 
three-fourths of the tobacco dealers got allowances for straight 
volume, only 6 per cent procured allowances for volume with a 
quota specified, and none procured progressive discounts for 


Tobacco Grocery Drug 
45-7 31.5 36.3 
8.5 10.3 17.2 
2.1 4.8 7.0 
4.0 2.7 
54-3 45.8 53-5 
10.6 27.1 19.5 
rere 13.8 8.4 10.5 
16.0 4.0 6.3 
tional 11.7 6.2 4.3 
37-2 35-2 27.7 
| as | 
All other allowances................. 18.1 27.1 19.9 
Number of manufacturers............ 04 273 256 
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quantity. Only 35.33 per cent of the grocery dealers, moreover, 
obtained this last type of allowance. In both the grocery and drug 
trades, over one-third of the dealers obtained allowances for in- 
creases in purchases over some prior period, but in tobacco only 
5 per cent. 

Far more dealers obtained allowances for featuring and deals in 
each of the three lines of business than for any other specific type 


TABLE XIII 


PROPORTION OF DEALERS RECEIVING SPECIFIED TYPES OF DISCOUNTS AND 
ALLOWANCES FROM MANUFACTURERS, 1930 


Grocery 


Volume or quantity: 


No quotas or increases............. 73.00 70.65 97-35 
Cotas 6.00 83.15 89.38 
Increases over prior period......... 5.00 36.96 44.25 


74.00 


Advertising and promotion: 

Window display................... 29.00 21.20 62.83 
37.00 14.13 28.32 
Featuring and deals............... 51.00 83.15 85.84 
Unallocated advertising and promo- 

28.00 41.85 45-13 
All other advertising and promotional 73.00 77-72 QI.15 


a advertising and promotion- 


of advertising and promotional allowance, though over 80 per 
cent of both grocery and drug dealers figure in this type of allow- 
ance, as compared with only a little more than 50 per cent of the 
tobacco merchants. 

Proportion of times various types of aliowances are reported.— 
The frequency of occurrence of various types of allowances in 
Table XIV roughly parallels the distribution of dealers obtaining 
such allowances in Table XIIT. 

The outstanding type of specific volume allowance from the 


Tobacco Drug 
98. 23 

All other allowances................. 56.00 77-17 87.61 
Wantber of 100 184 113 
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standpoint of frequency of occurrence is one without quotas or 
increases specified; the most important advertising and promo- 
tional one is for featuring and deals. 


TABLE XIV 


PROPORTION OF TIMES* SPECIFIED TYPES OF SPECIAL DISCOUNTS AND 
ALLOWANCES ARE REPORTED GIVEN, 1930 


Volume or quantity: 


No quotas or increases............. 24.38 12.23 32.83 
errr 1.35 9.80 12.57 
Increases over prior periods......... .62 2.74 1.67 


Advertising and promotion: 


Newspaper advertising............. 5.99 
Window display............. hepes 4.80 1.74 3.40 
10.22 1.06 1.40 
Featuring and deals 13.55 15.68 8.86 
Unallocated advertising and promo- 

All other advertising and promotional 23.89 22.01 11.54 


be advertising and promotion- 


* Each manufacturer was asked to report the amount of each type of ailowance given to each of a 
specified list of dealers. “Times” is a count of these entries. 


Summary of importance of various kinds of volume and advertis- 
ing allowances.— 

1. The most important types of allowance from the point of 
view of the percentages of the amounts distributed in the grocery 
and drug trades are for volume without specification of quotas or 
increases and with quotas specified. The first of these is also the 
most important form in the tobacco trade, though much less so 
than in either of the other two lines of business. 

2. None of the payments for any of the specific forms of ad- 
vertising and promotion account for as much as 7 per cent of the 
total allowances. 


Tobacco Grocery Drug 
1.85 2.19 
ee 28.20 56.45 
All other allowances. ................ 9.98 14.64 10.66 
812 3,572 4,560 
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3. In groceries and drugs there is a heavy concentration of man- 
ufacturers on volume allowances “without quotas or increases,” 
volume with “quotas specified,” “newspaper advertising,” and 
“featuring and deals.”’ In tobacco there is an exceptionally high 
concentration on the first of these types and a secondary concen- 
tration on featuring and deals. Neither newspaper advertising 
nor volume with a quota specified are as important in tobacco as 
certain other forms of allowances. 

4. Much the same situation as stated in the last paragraph is 
found in the case of dealers receiving various kinds of allowances 
and in the number of times various kinds of allowances are given. 

In conclusion it deserves to be pointed out that the special dis- 
counts and allowances shown by this study do not necessarily 
represent the full buying advantage of the chains as compared 
with the wholesaler-retailer system of distribution. The Commis- 
sion’s price and margin studies for groceries and drugs in four dif- 
ferent cities show quite definitely that, although the drug-chain 
buying prices are lower than those of the wholesaler, chiefly be- 
cause of special discounts and allowances, such concessions repre- 
sent only a part of the lower buying prices of the chains in gro- 
ceries. 


SOME COST-ACCOUNTING PROBLEMS 
OF THE N.R.A. 


W. N. MITCHELL’ 


T IS but natural that the extraordinary excursions into the 
] field of social control represented by the codes of fair com- 
petition which have been the outgrowth of the National Re- 
covery Act should have given rise to many perplexing problems. 
Labor relations, price policies, and, in some instances, even capital 
expenditures have been subjected to rigid scrutiny and supervi- 
sion. It is with the provisions for price control, however, and 
particularly with the attempts to define “destructive price-cut- 
ting,’ which was condemned in Section I of the Act itself, that 
accountants are most interested. One hundred and forty-eight of 
the first two hundred codes to be approved attempt in some spe- 
cific manner to define and regulate so-called destructive competi- 
tion. In some few instances the code provisions deal with this 
issue directly by prescribing certain procedures practically 
amounting to a price-fixing program. In many other instances the 
codes have centered their attack upon selling below cost with the 
implication that such practices are to be regarded as evidence of 
unfair competition. This prohibition of sales below cost consti- 
tutes a rather drastic extension of what has heretofore usually 
been regarded as the proper sphere of regulation of the competi- 
tive practices of private enterprise. Innocent and natural as such 
a test of the fairness of price competition may seem, it obviously 
presents a challenge to the cost accountant—one which in the 
present stage of development of cost-accounting technique is 
somewhat difficult for him to accept. That it will serve to em- 
phasize the important function of cost accounting in relation to 
price-setting which cost accountants themselves have not always 
appeared fully to understand is not to be doubted. For, whatever 
? Associate Professor of Production Control, School of Business, University of 
Chicago. 
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may be the ultimate fate of the National Recovery Act, it seems 
fairly certain that many of its provisions will in the meantime 
have become crystallized in action to so great a degree as to have 
important bearing upon business practices for many years to 
come. 

The avowed objective of all codes of fair competition was to 
provide rules and regulations for the control of industry in seek- 
ing the common goal of business recovery. Reduced to its sim- 
plest terms, the Recovery Act aimed at increased purchasing 
power. Hours of work were to be restricted as a means of increas- 
ing employment, without corresponding decreases in weekly 
wage-rates. It was recognized that costs almost inevitably would 
be increased by this formula but employers were nevertheless to 
receive some compensation through the elimination of unfair com- 
petitive practices. Naturally, it was felt that those supporting 
the President’s program, and therefore incurring greater costs, 
should be protected from the “‘chiselers’’ who of their own volition 
would not observe the standards of the ‘‘Blue Eagle.” 

Doubtless a more fundamental explanation as to why provisions 
aiming at the elimination of cutthroat competition have been in- 
cluded in the codes is to be found in the fact that price-wars have 
frequently been so devastating that all competitors have wel- 
comed an opportunity for a truce. Many in and out of business 
have come to believe that the public interest requires some such 
concerted effort for the purpose of maintaining that degree of com- 
petition sufficient to promote technical progress but at the same 
time avoiding mutually destructive warfare between corporate 
units; to enable any such unit to win out by reason of efficiency 
but at the same time to eliminate the controllable wastes of un- 
restrained competition. Competition, to be fair, entails accept- 
ance of some recognized rules of the game which outlaw practices 
having little or no relation to efficiency. Regulation and co-opera- 
tion in some degree thus become necessary conditions of the eco- 
nomic functioning of competition itself. 

Viewed in this light, the attempts at price regulation which 
have been written into the codes may well be regarded as some- 
thing much more substantial than a mere quid pro quo to manage- 


. 
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ment in return for temporary concessions to the cause of recovery 
in the form of increased wage rates and shortened hours of work. 
These provisions thus may become more enduring and potent for 
future economic good or ill than is implied by their currently ac- 
cepted designation as temporary measures of recovery. The real 
danger lies in attempting to curb undesirable competitive develop- 
ments by the adoption of too simple a formula concerning what 
constitutes unfair competition. No one will be disposed to deny 
that predatory price-cutting policies which aim at the annihila- 
tion of competitors may in the long run prove disastrous for pro- 
ducers and consumers alike. But if the restrictions imposed upon 
the price-fixing process are such that undue advantages are ac- 
corded to dominant interests in an industry or the rigidity of the 
price structure is increased rather than diminished, the very aim 
which is sought may be made that much more impossible of 
achievement. 

In the discussion to follow, an analysis of the price-regulating 
provisions found in these codes of fair competition is briefly sum- 
marized with a view to suggesting some of the more important 
problems of cost accounting thus raised. Two hundred and fifty 
codes have been examined for the purpose of this analysis, includ- 
ing all of the first two hundred to be approved. From the remain- 
ing one hundred and fifty or so which have been set up, a sample 
of fifty, including a large share of the more representative indus- 
tries, was selected. 

In general the provisions of the codes relating to price deter- 
mination are of three types: 

a) Price-fixing 

b) Compulsory price-posting 

c) Prohibitions of sales below cost 

As might be inferred from the attitude of the National Code 
Administration the first of these general types is comparatively 
rare, being found with some variations in only nineteen of the 
total number of codes which have been approved. Spokesmen for 
those in authority have, from the beginning, emphasized the diffi- 
culties of outright price-fixing, and upon several occasions have 
stated that this form of price control was to be applied only under 
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exceptional circumstances.’ Certain basic industries, such as coal 
oil, steel, and lumber, alone were to be placed in this category be- 
cause of the peculiar problems of public policy which have arisen 
in connection with the exploitation of natural resources. There 
are others, however, besides those of this general classification, for 
which exceptions have been granted. The codes of the cleaning 
and dyeing trade, for example, provided for regional boards to 
determine minimum prices and standards of quality.* The Mil- 
linery and Dress Trimming Code illustrates another variation in 
that it empowers the Code Authority to investigate protested 
prices and to require higher prices if those quoted are found to be 
so low as to interfere with the best interests of the industry. 

The second type of regulatory measure, a provision much more 
common than actual price-fixing, is that known as the “open- 
price system,” under which each member of an industry is re- 
quired to file his price lists with the Code Authority who in turn 
accepts responsibility for their distribution to all members of the 
industry. 

In several codes this price-filing procedure is permissible but 
not mandatory.‘ In such instances members of the industry to 


which the code applies, or members of sub-groups, or the Code 
Authority may elect to establish the open-price system. If it is 
so voted, the filing of price-lists becomes obligatory. In over one 
hundred codes, however, the open-price system was made manda- 
tory without exceptions. 

While avoiding the charge of outright price-fixing it would be 
rather naive to assume that under ordinary conditions provisions 


2 Dudley Cates (Assistant Administrator) in V.R.A. Press Release No. 7, June 22, 
1933, stated, for example, that the government did not aim at price-fixing. 

The same sentiments were expressed by Donald Richberg (General Council, 
N.R.A.) in a public address July 5, 1933. See also Malcolm Muir, American Ac- 
countant, XVIII (November, 1933), 335- 

3 This is included among the service codes which have since been dropped by the 
National Code Administration. 

4 Ten of the two hundred and fifty codes which were analyzed in connection with 
this discussion permit, but do not require, open price-lists. These include those of 
the electrical manufacturers, the heat exchange industry, the steel casting industry, 
the industrial supplies industry, the crushed stone, sand gravel, slag, etc. industries, 
the scientific apparatus industry, the folding paper box industry. 


COST-ACCOUNTING PROBLEMS 241 


of this sort may not easily result in practically the same thing un- 
der a different name. 

A still more common provision, including one hundred and 
sixty-eight of the two hundred and fifty codes examined, pro- 
hibits the sale of goods below cost. The recovery of the costs of 
doing business thus, in the majority of instances, has been made 
the real test of what is assumed to be “fair competition.” 

But “cost” is a term of very uncertain meaning. Unless it is 
defined very carefully such prohibitions are likely to prove un- 
workable if not indeed entirely devoid of sense. Some of the earli- 
er codes contain provisions prohibiting sales below cost of produc- 
tion, including labor, materials, and overhead for facilities actual- 
ly used. As early as June 23, 1933, Administrator Johnson stated 
that this definition would be acceptable.’ The third code to be ap- 
proved, that of the electrical manufacturers, was the first to pro- 
hibit sales below cost, while the sixth, that of the corset and bras- 
siere industry, was the first to prohibit sales below cost of pro- 
duction.® 

While failure, as in the earlier code, to provide a bill of par- 
ticulars does not necessarily justify one in assuming that “total” 


costs are implied, it does serve to emphasize the need for clarifica- 
tion. Several codes, approved at a later date, declare specifically 
that cost of distribution and administration shall be included.’ 


5s Chamber of Commerce of the U.S., Bulletin, June 23, 1933. 

6 Art. IX of the Electrical Manufacturers’ Code: 

“No employer shall sell or exchange any product of this manufacture at a price 
or upon terms or conditions that will result in the customer paying for the goods 
received less than the cost to the seller, determined in accordance with the uniform 
and standard method of costing herein above described 

Art. IX, Recommendations of the Corset and Brassiere Industry, paragraph (h): 
“To insure fair competition and prevent the selling of merchandise below cost: 
1. The Code Authority will adopt a standard method of cost finding. It will be 
deemed a method of unfair competition to sell below cost of production.” 

7 The code of the electric storage and primary battery industry provides: “Cost 
shall be considered the prime cost of materials and direct labor plus factory burden in- 
cluding taxes, depreciation and ordinary obsolescence; plus selling,advertising,admin- 
istrative, warehousing, transportation, collection, and all other costs and expenses.” 

The code of the ice industry specifies that cost shall be assumed to include: “raw 
materials and transportation thereof, manufacture, harvesting, storage, shrinking, 
delivery, depreciation, merchandising, administrative expense, insurance, and 
taxes, as determined by standard accounting practice.” 
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Thus, in twenty-four or more codes, at least until more definite 
interpretations have been provided, the inference, absurdly 
enough, is that manufacturers cannot legally sell goods uniess 
customers agree to insure them against loss. 

Many codes apparently attempt to avoid this pitfall by suggest- 
ing no specific definitions of cost other than innocuous qualifica- 
tions such as “reasonable”’ or “allowable.’’* Presumably in these 
instances the question as to just what cost is reasonable is to be 
determined by the Code Authority. 

It seems fairly certain that many of these distinctions and cost 
definitions leave the problem of price determination largely un- 
solved. All by implication refer to average costs, and it requires 
little discernment to realize that sometimes average costs have 
little to do with the price-making process. Particularly is this so 
when the problem is one, as is often the case, of deciding whether, 
with a given set of market conditions, the manufacture of addi- 
tional products or “lumps of production” may wisely be under- 
taken. Differential costs, which, whether consciously or uncon- 
sciously, play so important a part in the making of such decisions, 
apparently have not troubled the code-makers. Nowhere in any 
of the codes has the writer been able to find allusions which un- 
mistakably refer to the differential cost concept. The omission is 
naturally somewhat amazing to anyone who professes some under- 
standing of the part costs ordinarily play in the formulation of 
pricing policies. It appears to be consistent only when associated 
with the price-fixing and price-filing provisions which, literally or 
in spirit, permeate so many of the codes. For the differential cost 
concept is of little significance from the point of view of price- 
determination if the aim is to put the price-structure into a strait- 
jacket of uniformity. 

Furthermore, the rather artificial distinction which account- 
ants draw between production costs and other costs, which has 
found its way into many of the codes, may be of little significance 

8 Codes in which these qualifying terms appear include those of the ship-building 
and ship-repairing industry, the cast-iron soil-pipe industry, underwear industry, 
textile machinery manufacturers, knitting machine manufacturers, automatic 


sprinkler manufacturers, fabricated metal products industry, printer’s roller manu- 
facturers, and the waterproofing manufacturers industry. 
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when it comes to setting prices. Costs of production may indeed 
represent a relatively small proportion of the cost of doing busi- 
ness and hardly seem a fair test to apply in determining whether 
pricing policies are “destructive” or not. On the other hand, to 
set up “total” cost as the test brings us little nearer to practicable 
solution of the problem. 

Commenting upon the difficulty of securing unit over-all costs, 
Arthur Anderson has said: 

It almost seems that industry has the idea that selling prices can be 
standardized and regulated according to the over-all cost of individual prod- 
ucts in individual businesses. Actually this is not feasible under a capitalistic 
system, where some elements of competition and of reward for individual 
initiative and ingenuity must be retained; nor is it possible to accurately 
determine the over-all cost of a product Determining unit over-all 
costs represents a field of cost accounting as yet undeveloped and one in 
which accuracy of results would be an unreasonable expectation.® 


From its context it may be inferred that the writer of this quota- 
tion strongly suspects that the code-framers were guilty of using 
a currently popular phrase with small conception of the principles 
or problems which are involved. 

That these problems are too complicated to be disposed of in the 
summary fashion of the codes becomes apparent upon the slightest 
analysis. If, for example, a manufacturer has but one product, it 
is a relatively simple task to assign all expenses and to determine 
an average unit cost. With the addition of several styles or models 
of the single product the problem becomes somewhat more com- 
plex. And when, as in many manufacturing concerns, several dif- 
ferent commodities are produced, the allocation of joint costs be- 
comes difficult indeed. What criterion should be applied, for ex- 
ample, in apportioning selling costs to several products? Take 
the case of a meat packer, a furniture manufacturer, a producer of 
plumbing supplies, or, for that matter, of any manufacturer hav- 
ing a line of related products. If a promotional campaign is begun 
the total operating costs of the concern are increased. But in 
what manner shall these outlays be identified with the cost and 


9 Arthur Anderson, “What Constitutes Selling below Cost under the NIRA,” 
Certified Public Accountant, XIII (October, 1933), 605. 
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hence the selling price of each of the various products? There are, 
of course, several possible answers to the question. The natural 
presumption is that such costs should be assigned to the several 
products in proportion to the benefits received—an obvious 
enough procedure but one which is not always practicable. The 
lag in benefits but, even more, the inherent difficulty of identify- 
ing specific causes with effects in selling operations, complicates 
the issue, and some convenient basis of allocation, whether in 
terms of physical volume of the several products, of sales volume, 
or of gross margins, therefore becomes necessary. Of the three, 
the gross-margin basis of apportionment is probably the most 
helpful. It is purely arbitrary, to be sure, since it results in the 
assignment of selling costs in proportion to “what the traffic will 
bear.” This, however, may be just what should be done under 
the circumstances if costs are to be of any value in formulating an 
intelligent price-policy. To load a product, which, let us assume, 
must be handled on narrow margin if at all, with a disproportion- 
ate share of indeterminant selling costs merely because the sales 
volume is great, and thereby possibly showing the operation to 
have been conducted at a loss, is not very enlightening. Espe- 
cially not when it is known that were the product to be discon- 
tinued the loss would have been still greater. 

But it is scarcely to be assumed that any such doctrine concern- 
ing the proper methods of allocating selling costs should meet 
with the approval of the code-makers. Certainly it is entirely in- 
consistent with the “price-cost”’ formula of the codes. These as- 
sume that costs shall determine selling prices, whereas to assign 
costs, which are indeterminate because jointly incurred, to prod- 
ucts in proportion to “what the traffic will bear’’ assumes the very 
opposite, that is to say, that the prices at which goods can be sold 
may sometimes in some measure properly determine the costs 
which the accountant assigns to these goods. 

This problem of determining unit “‘over-all’’ costs, in so far as 
the disposition of costs of distribution is concerned, is admittedly 
one which cost accountants have never as yet been able to “think 
through,” even to their own satisfaction. The codes, however, 
have raised problems of almost equally perplexing proportions 


COST-ACCOUNTING PROBLEMS 245 


within the field of production costing itself, in which cost ac- 
countants claim considerably more proficiency. 

Direct costs of production present few difficulties. Unit mate- 
rial and labor costs are in large measure determined by current 
price-levels and wage-rates; by manufacturing techniques com- 
monly known to, and, it may be, equally available to, all pro- 
ducers. Both are, for the most part, subject to direct measure- 
ment, and thus for identical products need not, and in all prob- 
ability will not, vary much from plant to plant. To formulate sat- 
isfactory definitions for these components of manufacturing cost 
within the intent and purposes of the codes is not in any event a 
very involved task. 

The main issue is the basis of valuation at which material and 
labor charges shall be taken into the cost records. Cost account- 
ants ordinarily have not troubled themselves greatly with this 
problem, apparently assuming for the most part that original 
costs should be employed. Doubtless they are correct in this for 
many purposes for which cost data serve, but it appears, never- 
theless, that replacement costs may be much more informative 
and not nearly so likely of misinterpretation when the specific 
problem is one of determining selling prices. Some few of the 
codes specify that the replacement cost of materials shall be 
used.*® The majority, however, are silent on the point, in which 
case, presumably, the way is left open for a ruling to that effect 
by the Code Authority. The weight of the argument, it appears, 
is entirely in favor of this procedure. It is true that to require 
materials to be valued at replacement cost in a period of rising 
prices compels the manufacturer who has laid in materials at a 
lower level to forego the possibility of undercutting the prices of 
competitors who have not thus anticipated the rise. But for him 
to follow such a policy would be a somewhat dubious procedure in 
any event, for presumably he would find it necessary to replace 
his inventories at the higher price-level then prevailing. On the 
other hand, to require the manufacturer to use replacement costs 

© Representative codes in this category include the following: the motion pic- 
ture industry, electric storage battery industry, retail limber trade, textile bag in- 
dustry, paint and varnish industry, and brass and bronze alloy industry. 
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in a period of falling prices would serve to overcome his natural 
reluctance to pocket his inventory losses immediately. The lag in 
downward price-adjustments would thereby tend to be lessened 
all down the line, an unquestioned advantage, since it is generally 
conceded that “sticky” prices constitute a major obstacle which 
must be overcome if the competitive system is to be permitted to 
function. 

Although the same arguments might be advanced for costing 
labor at replacement cost in the event that wage-rates had been 
revised in the interim between the manufacture and sale of in- 
ventories, this particular issue has not been dealt with, in so far 
as the writer is aware, in any of the codes. As a matter of fact, 
few codes mention specifically the method of accounting for labor 
costs, the inference being that the labor cost charged to product 
shall be the actual amount paid for the services." 

But it is in dealing with overhead that the most important 
problems in the costing of production are likely to be encountered. 
Manufacturing overhead is subject to many diverse factors and 
conditions. The price-levels and construction costs which pre- 
vailed when the plant was built; tax rates and other equally im- 
portant factors dependent upon plant location; methods and pol- 
icies of depreciation computation; the degree to which plant facil- 
ities find utilization; all are reflected in this composite group of 
costs, known as “manufacturing overhead.’ The assignment of 
any part of these costs to a given product usually presents a prob- 
lem of indirect measurement, the solution to which is at best al- 
ways the subject of serious doubts and misgivings. Obviously, it 
is a problem which requires elaborate definition and specification 

™ Labor costs are dealt with specifically in only a few instances, including the 
codes of the retail drug industry, the dress manufacturers, the washing and ironing 
machinery manufacturers, and the fabricated metal product, metal finishing and 
metal coating manufacturers. The Drug Code, for example, provides that: “the 


selling price of articles to the consumer should include an allowance for actual 
wages of store labor, to be fixed and published from time to time by the Code 


Authority.” 
The metal fabricating, finishing, and coating industries’ codes, to cite another 
example, prohibit sales below reasonable cost “. . . . such cost to include all labor 


charges at rates provided for under this code whether such products are produced 
in whole or in part in the United States or elsewhere.” 
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in uniform costing procedures if the imputed “‘costs”’ are to serve 
the purpose of the code-makers. 

There are two major issues concerning the identification of over- 
head with the cost of production: 

1. How much of the overhead actually incurred shall be charged 
to the output currently produced? 

2. How shall the overhead so identified with output be appor- 
tioned among the several products? 

The significance of the first of these questions arises from the 
fact that relatively large elements of overhead are virtually fixed 
in amount regardless of output. Cost determination consists of a 
process of evaluating services which contribute to some given 
productive end, and if the overhead includes the costs incurred in 
carrying unused plant capacity, as well as those which have di- 
rectly resulted in the production of useful goods, it is hardly to 
be supposed that all should be charged to these goods. If the the- 
ory were to be adopted that all costs of providing plant capacity, 
whether used or unused, should be charged to the product, it is 
obvious that the resulting cost, if permitted to determine selling 
prices, would speedily lead to disaster. As demand slackened, un- 
used capacity would increase; unit costs would rise, causing the 
elevation of selling prices, thus initiating a sort of vicious spiral 
which ultimately could end only in complete industrial stagnation. 

Although few codes have dealt with the problem specifically, 
the dangers of basing prices upon a cost formula which permits of 
no exception in industries operating at less than capacity have 
apparently been recognized by the Code Administration. Mal- 
colm Muir, for example, has gone on record to the effect that “In 
many cases industry should not be expected to absorb its full over- 
head,” and has suggested that the issue may be met by basing 
overhead computations upon the ratio between direct expense and 
total overhead in years of normal operation.” 

Just how the spirit of this suggestion is to be given effect is a 
matter upon which the codes themselves throw little light. Some 
have suggested that the amount of burden to be absorbed in man- 
ufacturing cost shall be determined by adding to direct costs an 


Malcolm Muir, op. cit. 
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allowance for overhead to be computed by applying in each com- 
pany the average ratio of overhead to direct costs for profit-mak- 
ing years."3 Still others provide that overhead allocations shall 
represent a fixed percentage of prime cost, such percentage to be 
determined by the average ratio of overhead to prime cost over a 
period of previous years for all companies in the industry which 
made profits during the period." 

It appears that there is one significant difference between these 
two provisions. Both require that overhead shall bear a fixed rela- 
tion to prime or direct cost. In the first, however, the implication 
is that this ratio shall be determined for each industrial unit upon 
the basis of its own previous experience in profit-making years, 
while in the second, apparently, it is the intention to impose on all 
business units coming under the same code a “blanket” burden- 
rate determined by the average experience of representative mem- 


13 The Pulp and Paper Code is representative of this type of provision. In this 
particular instance it is specified that each producer shall add to direct costs an 
allowance for overhead in the ratio which obtained during the latest previous year 
in which profits were realized. 

%4 The Paint and Varnish Industry Code, for example, provides that the ratio 
to be applied shall be the average ratio of overhead to prime cost for all companies 
making profits during the period 1928-32 but excluding all companies not now 
operating. 

Substantially similar provisions are included in the codes of the following: 
waterproofing industry, retail lumber industry, builder’s supplies industry, farm 
equipment industry, and the road machinery manufacturing industry. 

The Model Cost Provision, as prepared by the Research and Planning Board of 
the N.R.A., deals with this problem in the following manner: 

“The distribution of indirect expenses per unit of product produced should be 
on the basis of an average rate of utilization of plant facilities by efficient producers 
during the period 1927-1932. 

“The average rate of utilization of plant facilities of efficient producers should be 
determined as follows: 

“Each member of the industry should make a consolidated income tax return for 
that portion of (or all) of his operations devoted to the production of the product 
covered by this code, for the years 1927-1932, together with a record of their physical 
production and sales in each of these years. 

“From these reports may be calculated the average rate of utilization by plant 
investment by the one-third portion of the industry which reported lowest cost of 
production per unit for this period. 

“This rate of utilization (rather than full capacity) shall become the standard 
for the distribution of all indirect expenses and fixed charges for the purpose of 
determining per unit burden charges for every producer covered by this code.” 
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bers of the group. Both are makeshifts which can be justified only 
for want of more practicable methods of overhead allocation, but 
of the two, the latter is the more questionable. Indeed it is likely 
in practice to yield results which are downright pernicious. It is 
well known that under ordinary circumstances, and particularly 
if a one-price-to-all policy in commodity markets and uniform 
wage-rates are to become the general rule, there is little room for 
variations as between competitors, in prime costs. If to these is 
to be added by all competitors a fixed percentage to cover over- 
head, total costs (on which prices are to be based) also tend to be- 
come uniform. It requires little imagination to conclude that the 
tendency of such methods of cost determination will be in the di- 
rection of a uniform and rigid price-structure, an objective which 
the Code Administration itself has disclaimed. 

The question as to how overhead which is properly identified 
with current output shall be apportioned among the several prod- 
ucts of an industry is one to which cost accountants have long 
given serious attention. Unlike material and labor elements of 
cost the amount of overhead which should be identified with a 
given product cannot be directly measured. It can be determined 
only by assuming that it bears some known relation to some meas- 
urable factor of production such as material cost, labor cost, labor 
hours, machine hours, or prime cost. The particular factor with 
which the unit overhead computation shall be identified deter- 
mines what cost accountants call the “method of burden distribu- 
tion.”’ But the choice of methods naturally is dependent upon 
circumstances within the individual enterprise, and it is too much 
to suppose that so involved an issue can be dealt with summarily 
in the codes. In the few which so much as recognize the issue some 
entirely meaningless qualification such as a “‘reasonable,”’ “‘ade- 
quate,”’ or ‘‘proper” amount is designated."* Obviously, no one 
with the faintest notion of the complexities of cost accounting will 
be misled into supposing that such futilities solve the problem. 

1s Aside from those few codes already mentioned which specify some percentage 
of prime cost to be determined by analysis of past experience in the industry, only 
nine of the first two hundred codes to be approved deal with the issue in even these 
general terms. 
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In the analysis of the cost-price provisions of the codes which 
has been presented in the foregoing pages, one fact, it is believed, 
stands out clearly above all the rest, namely, that the code provi- 
sions have gone little beyond setting the problem. Indeed, it 
would be too much to expect of them more than this in view of the 
many issues which require consideration. Definitions of cost and 
specifications of cost-accounting methods require a quality of 
thinking which is too rigorous to have been undertaken in con- 
junction with the hurried and slipshod habits of thought which, 
judging from the results, went into the formulation of many of the 
codes. These “details” must of necessity await the attention of 
those who are charged with responsibility for devising uniform 
cost-accounting systems." The fate of the codes, in so far as this 
particular objective is concerned, thus may ultimately depend 
upon whether such issues can be adequately dealt with in these 
systems. 

The thing greatly to be feared is that these attempts at cost 
definition, yet to be undertaken, will result not merely in uniform 
cost systems but in uniform “costs” as well. Certain it is that in 
the desultory efforts of many of the code-makers themselves in 
formulating definitions of cost the tendency has been in that direc- 
tion, and should these become the model for those who later de- 
vise the uniform cost systems the outlook is not bright. For it 
matters little whether the codes specify outright price-fixing, the 
open-price system, or prohibition of sales below cost where costs 
by definition are made practically uniform for all competitors; the 
results are for practical purposes identical. The rigidity of the 
price-structure is increased, no matter which be the method, and 
the last vestige of hope of maintaining competitive prices disap- 
pears. 

It may be argued, of course, that these objections are leveled at 
possible errors in applying the “cost-price” formula, not at the 
formula itself. It is true that much of the criticism disappears if 

6 There is a greater degree of unanimity with respect to this stipulation of the 
codes than in any other—143 of the 250 codes which were examined in connection 


with this study require that a uniform cost accounting system be set up; 13 others 
permit such systems to be devised but are not mandatory. 
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one may assume that those who devise the uniform cost-account- 
ing systems, which are essential to the working of the codes, can 
define cost in a manner which will preserve a substantial meas- 
ure of price competition. But therein lies a paradox. If these 
definitions of cost are so rigorously drawn that “costs” tend to be- 
come uniform, not only much that is rightly regarded as “‘unfair’’ 
competition but al] competition tends to be greatly restricted. On 
the other hand, if the definition of cost is made flexible enough to 
permit the individual enterprise, under the general prohibition 
of the codes, to engage in price competition as before, the pro- 
hibition itself is in grave danger of becoming meaningless and in- 
operative."? 

It is likely, however, that many well-meaning students of the 
problem will be inclined to rest their objections upon the more 
fundamental ground that the formula itself is at fault. What is the 
justification, they will ask, for assuming that selling below cost is 
the criterion of “unfair” or “destructive’’ competition? It is true 
that in the long run, assuming a truly competitive market, aver- 
age prices will in all probability bear a close relation to average 
costs; but this, obviously, is no reason for assuming that the same 
relationship will be maintained in the short run. Indeed, to sup- 
pose that it ought is to credit the seller with a greater measure of 
control over the price-making process than he ordinarily posses- 
ses. Not that a willingness on his part to sell below cost is a prac- 
tice always to be condoned. There is, of course, the matter of 
ignorant price-cutting, that is to say, the offer by a producer to 
sell below cost because he does not know what his costs really are. 
If long continued such ignorance is suicidal, to be sure, but the de- 
funct producer’s place is likely to be taken in turn by another who 

17 Recent pronouncements of the N.R.A. Administration indicate a growing lack 
of sympathy with the code provisions prohibiting sales below cost. 

Also, the newly announced policy, while encouraging adoption of model cost- 


finding methods expressly provides that no accounting methods may be forced on 
any company by the code authority. 

This latter reversal of attitude is probably much more significant than at first 
appears for to prescribe no compulsory methods of cost-finding leaves the definition 
of cost to the individual industry and thus may well mark the beginning of the end 
of the price-cost phase of the N.R.A. experiment (Press Release, June 7, 1934). 
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is equally unaware, thus tending to continued demoralization of 

the market. Unenlightened price-cutting, which has long been the 
curse of some industries, is scarcely to be regarded as advan- 
tageous for either buyer or seller. In so far as the uniform cost 
systems prescribed by code-makers succeed in educating manu- 

‘ facturers in sound cost-finding techniques their influence for good 
can scarcely be overestimated. One is almost tempted to believe 
that this is likely to prove the only benefit to be derived from the 
cost provisions of the codes. 

For ignorance is, after all, in most industries not the most im- 
portant explanation of why goods are sometimes offered for sale 
at less than cost. Competitive prices are the resultant of many 
forces, some originating with buyers, some with sellers. Indeed 
the seller’s sphere of choice may be confined almost altogether to 
deciding whether he can take the business at the price which is 
offered. If for him the goods in question are produced jointly with 
other products, or are to be sold in other thar his customary 
market, or if he will by taking the business increase his volume to 
a point where his costs will be sufficiently reduced eventually to 
yield a profit, he may rightly elect to take the business, even 
though the transaction in itself constitutes a sale below cost. To 
do so may, it is true, work hardship upon competitors who are 
unwilling or unable to meet his price, but the result is not neces- 
sarily disadvantageous to consumers. For that matter, the very 
fact that some sellers stand ready in good faith to make such con- 
cessions often contributes the element of flexibility in the price- 
structure needed for making adjustment to changing market con- 
ditions, and lends whatever justification there is for the assump- 
tion that competition can be made an effective tool of economic 
control. 

It is only when price-cutting (or any other competitive prac- 
tice) leads ultimately to the destruction of competition, the crea- 
tion of monopoly, and the breakdown of efficient production, that 
society need concern itself greatly with the “fairness” or “unfair- 

ness” of competition. Furthermore, it seems proper to assume 
that it is the interest of society in the long run, rather than the 
probability of survival of individual competitors, which is the 


COST-ACCOUNTING PROBLEMS 253 


thing which should be aimed at in formulating the rules of com- 
petition If these conclusions are acceptable it naturally follows 
that the preservation of competition is not so much a matter of 
prohibiting sales below cost as of forestalling tendencies toward 
the creation of monopoly conditions. 

To reason thus inevitably suggests methods of dealing with un- 
fair competition that are at variance with those implied in many 
of the codes. But perhaps one may be pardoned for wondering 
whether these different methods would not be more straightfor- 
ward as well as more effective in preserving a reasonable measure 
of competition, provided, of course, that one may still believe 
that competition as an instrument of economic control has not 
been entirely outgrown. 


THE EMPLOYMENT POSSIBILITIES OF THE 
FEDERAL PUBLIC WORKS FUND 


R. V. SWIFT" 


HE effort to estimate in quantitative terms the amount 

of employment made possible by the original $3,300,000,- 

ooo fund distributed by the Federal Public Works Admin- 
istration is readily justifiable. The public works program plays a 
very important part among the recovery measures instituted by 
the present administration. As its primary purpose is to put men 
back to work directly and indirectly, we can determine how well 
the program is succeeding if we can forecast the employment for 
which it is and will be responsible. 

It is the purpose of this article to suggest conclusions regarding 
(1) the extent of the employment furnished by the initial public- 
works appropriation in terms of the number of men that might 
reasonably be employed for the full time of expenditure of the 
fund if the entire appropriation were to be used up in one year, 
and (2) the approximate duration of the expenditures for labor, 
i.e., the number of months or years that it will take to completely 
use up the fund in view of nature of the individual projects. The 
methods to be employed will consist primarily in study of the ex- 
perience of past years to determine (1) the average amount spent 
on construction contracts for each employee given one year’s em- 
ployment, and (2) the usual time taken in completing the separate 
types of construction projects. It is recognized that there will be 
serious limitations to the analysis at some points. Where possible 
those limitations will be pointed out and allowance will be made 
for them. 

The activities of the Civil Works Administration, which re- 
ceived $400,000,000 of the initial public-works appropriation,” 
will not be considered in this article because they closely resemble 


t Commercial Department, Illinois Bell Telephone Co. 
2 Engineering News Record (McGraw-Hill Publishing Co., Inc., Jan. 11, 1934), 
P. 39. 
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relief work. This reduces the amount of the expenditure for public 
works to $2,900,000,000. There are many special allotments of 
funds to the various departments and bureaus of the federal gov- 
ernment for such purposes as setting up an agricultural revolving 
fund, conservation of natural resources, and coast and geodetic 
surveys which also will not be used entirely for construction work. 
However, these allotments of the non-constructional type are rela- 
tively small and few, so it would not be feasible to separate them 
from the total appropriation for special consideration. 

Government estimates of employment furnished—The Public 
Works Administration has required each recipient of public- 
works funds to report such data as the number of wage-earners at 
work on the various projects, the amount of the pay-roll, number 
of man-hours worked, and the average earnings per hour. That 
information which is available in the Monthly Labor Review of the 
United States Department of Labor’ shows a steady increase in 
number of wage-earners on Public Works Administration projects 
from 114,098 in October, 1933, to 288,359 in February, 1934. The 
relatively few man-hours worked for the three months of 1933 re- 
flect the start of many of the projects in those months. However, 
during February, 1934, the average wage-earner worked 102 - 
hours, not much short of the Public Works Administration maxi- 
mum of 30 hours per week. Although these statistics do not in- 
clude the employment under the Civil Works Administration, it is 
probable that they represent in part employment furnished by 
other than public-works funds as many projects are financed 
jointly by funds secured from the Public Works Administration 
and elsewhere. As it is not possible to determine the portion of the 
various construction contracts which had been consumed at the 
end of each month, no conclusions regarding the amount spent on 
contracts per employee given work can be reached from these 
data. 

Secretary of Interior H. L. Ickes, who is Public Works Admin- 
istrator, declared in April that Public Works Administration 
funds had put 5,000,000 men back to work.‘ He stated further: 


3 April, 1934, P. 973. 4 Barrons (April 9, 1934), P. 3- 
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Of course, the total of men employed at any one time or any one place 
will fluctuate, but co-ordination will guard against needless delays or loss of 
time. Millions of workers will be assured of wages this year, and it is hoped 
to absorb as many of the unemployed as is humanly possible. Ten thousand 
public works projects seem to offer a guarantee that there will be much work 
for many workers for a long time. 


It is probable that his estimate of 5,000,000 men back at work in- 
cluded the Civil Works Administration workers whom we are not 
considering in this analysis. 

Employment directly upon public works administration projects. 
—Our analysis of the work made possible by the fund starts with 
an attempt to measure the direct employment; i.e., the employ- 
ment used on the individual projects themselves as distinguished 
from employment in related industries fabricating the materials or 
employment of a derived nature in non-related industries. For the 
nine-year period, 1919 to 1927 inclusive, there are shown in Table 
I data on the value of all construction contracts awarded and the 
number of persons gainfully employed in the construction indus- 
try. From that material it has been possible to compute the aver- 
age amount spent on construction contracts per employee year 
worked for the period. 

Although the average annual amount spent on construction 
contracts during the period studied per employee given a year’s 
work is $3,322.21, we cannot be sure that this average figure is 
useful under present conditions because of changes in wage rates 
as well as other construction costs, technological changes, and the 
shortening of the working day. Thus, the next problem is either to 
furnish evidence indicating that the average figure for the nine 
years studied can be applied as a measuring stick to present 
public-works expenditures or so to modify it that it will be repre- 
sentative of present conditions. If we adopt the hypothesis that 
$3,322.21 is still adequate as the average amount that must be 
spent on construction contracts to give one employee-year of di- 
rect constructional work, our hypothesis can be tested by deter- 
mining whether that average amount bears somewhat the same 
relationship to the average amount spent on construction con- 
tracts during 1927, the last year for which we have complete data, 
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as general construction costs and a more specific cost, the labor 
rate, at the present time bear in relation to those of 1927. Because 
of insufficient data on construction costs for 1934 it will be neces- 
sary to use 1933 averages, although suggestions will be made re- 
garding the effect of 1934 cost changes. 

The construction-cost index of the Engineering News Record 
gives a satisfactory picture of cost changes in the construction 


TABLE I 


RELATIONSHIP OF THE EMPLOYMENT IN THE CON- 
STRUCTION INDUSTRY TO THE AMOUNT 
SPENT, 1919-27 


(2) A 
1) mount ton 
Value of Contracts Construction Con- 
Awarded All Cc ° tracts per Employee 
onstruction 
Construction Industryt Year Worked 
(1#2) 


$3 439,840,000 1,343,000 
3,419, 362,000 1,092,000 
3,140, 325,000 1,092,000 
4,458,429 ,000 1, 363 ,000 
4,586, 762,000 1,453,000 
5,148,629,000 1,532,000 
6, 600,458,000 1,799,000 
7, O11 994,000 1,787,000 
6,926,434,000 1,753,000 3,951.19 


3,322.21 


*F. W. Dodge Corporation—by correspondence. 

tW. 1. King, The National Income and its Purchasing Power (National Bureau of Economic Re- 
search), p. 53, Table III. 
field. It is weighted with labor and material costs in such a man- 
ner that it fairly reflects actual costs for the average construction 
project. The average index value for 1933, 170.3, is 83 per cent of 
the 1927 cost index value of 206.2.5 Thus the cost indexes for the 
two years bear approximately the same ratio to one another as the 
figure representing the average amount spent on construction con- 
tracts per employee-year worked for the nine years 1919-27 bears 
to the value for 1927 only. The average value for the nine years is 
84 per cent of the average value for 1927 only. 


5 Op. cit., February 8, 1934, p. 171- 
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Making the same kind of a comparison for labor rates alone we 
find that the average skilled-labor rate for 1933, $1.00 per hour, is 
but 76 per cent of the same rate of 1927, $1.32 per hour. However, 
this disturbing ratio is offset by the fact that the average common- 
labor rate for 1933, $0.50 per hour, is go per cent of the 1927 rate 
of $0.55 per hour.® Thus the average labor rate for 1933 was be- 
tween 80 per cent and 85 per cent of the average rate of 1927 and 
we have a further indication that the average figure for the 
amount spent on construction contracts per employee-year 
worked covering the nine-year period is roughly adaptable as a 
means of measuring the amount of employment furnished for a 
given amount spent on construction contracts under conditions 
such as existed in 1933. 

Before presenting several limitations to the method followed to 
this point it will clarify the problem if we compare the public 
works fund under consideration with the average contract value 
per employee-year worked, arriving at a tentative figure repre- 
sentative of the number of persons who might be employed for 
one year if all the money were used up within that time. On the 
basis of the figures presented above, $2,900,000,000 for public 
works contracts and $3,322.21 as the average amount spent per 
employee-year worked, we find that 872,610 persons might be 
given employment directly on the construction projects for one 
year. 

The principal factors which cannot be adequately expressed 
statistically and yet which limit the accuracy of the result secured 
are the following: 

1. Both the general index of the Engineering News Record, 
showing construction costs, and data on labor costs for the months 
already elapsed in 1934 show substantial increases over the 1933 
averages. The cost index for February and March, 1934, stood at 
194.’ This change would tend to reduce the total employment 
that may be attributable to the appropriation and consequently 
make the actual direct employment somewhat less than 872,610 
man-years. 

2. Hours for construction employees have been reduced since 


6 Tbid., January 4, 1934, p. 29. 7 Op. cit., March 22, 1934, p. 390. 
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the period 1919-27. The Public Works Administration has pro- 
vided as one of the qualifications to the use of its funds that labor- 
ers work not more than thirty hours per week. This factor works 
in the opposite direction to the one mentioned above. It will tend 
to increase the number given work above the estimated number. 
Perhaps the two limiting factors mentioned to this point will offset 
each other. 

3. There have been some technological changes in the con- 
struction industry since 1919-27. For some types of work—for 
example, cement mixing—new machinery has displaced some la- 
borers. Perhaps this tendency is not as important as it would have 
been had it not been made clear as a qualification to the securing 
of public-works funds that workmen are to be used in place of 
machines “to the extent that the work may be accomplished at 
no greater expense and labor of requisite qualifications is avail- 
able.””® 

4. A matter that may be considered as a fourth limitation to 
the result shown has been touched upon before. The question 
may be asked: Do the allotments of the public-works appropria- 
tion cover the field of general construction broadly enough so that 
we can fairly compare all construction in the United States during 
the years 1919-27, inclusive, with the construction that will re- 
sult from the public-works appropriation? An inspection of the 
very lengthy list of allotments from the public-works appropria- 
tion indicates that activity is to be spread quite evenly over near- 
ly the whole field of construction. Barring the few allotments to 
federal bureaus for work of a non-constructiona] nature we have 
road building, construction of muuicipal structures and works, 
battleship building, housing projects, and the making of railroad 
equipment consuming practically all of the $2,900,000,000 of the 
appropriation which we are considering. 

Employment in related industries and derived employment.—Dif- 
ficult as it was to give proper emphasis to all the variable factors 
that might bear upon our estimate of the direct employment cre- 

8 Federal Emergency Administration of Public Works, Circular No. 1: The Pur- 
poses, ‘Policies, Functioning and Organization of the Emergency Administration 
(July 31, 1933). 
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ated by the public-works fund, we find that our perplexity regard- 
ing the influence of immeasurable forces increases greatly as we 
move farther away in our analysis from the construction project 
itself. It is more difficult to estimate employment created in in- 
dustries related to the construction industries and vastly more 
difficult to appraise the derived effect on employment in non-re- 
lated industries. However, employment of this less direct nature 
is certainly to be considered in any estimate of the total effect of 
construction expenditures. 

A widely accepted estimate of employment furnished in indus- 
tries related to construction is that made by J. M. Keynes. He has 
suggested that the employment furnished in related industries 
such as those producing material and those transporting it to 
places of construction will be one and one-half times that furnished 
directly on public-works projects.? As Keynes strongly favors a 
vigorous public-works program as a means of mitigating some of 
the evils of business depressions, he would not be likely to under- 
estimate the indirect employment. Accepting the estimate of 
Keynes we add to our original estimate of 872,610 man-years the 
indirect employment, thus arriving at a total of 2,181,525 man- 
years of work for construction and related industries. That in- 
cludes all but the derived influence in terms of the number af- 
forded employment from the $2,900,000,000 public-works fund. 

It should be pointed out that our unit of employment, the man- 
year, does not mean work for a full year by a construction em- 
ployee. It denotes average employment for a year based on the 
experience of construction workers during the years 1919-27, in- 
clusive. Even in periods of activity in construction, workers lose 
some time finding new work when the project upon which they 
were employed is completed. Oftentimes in the past a construc- 
tion worker has been fortunate to have been employed a total of 
six months of the year. 

The factors affecting the derived influence of employment on 
construction projects are such that they might considerably in- 
crease employment over and above the additional amount afford- 


9 Keynes, J. M., The Means to Prosperity (Harcourt, Brace & Co.), p. 6. 
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ed directly and on related industries, or they might wipe out com- 
pletely the advantage secured from added primary employment 
and even reverse the net result. If it were assured that the in- 
creased work on construction would bring greater optimism, i.e., 
would assist business men to the belief that future prospects for 
profit were good, its favorable results in terms of general employ- 
ment afforded would be immeasurably great. However, if the op- 
posite reaction were to result, the unfavorable influence on gen- 
eral employment would be equally powerful. It can reasonably 
be assumed that the psychological efiect would vary at different 
points in the business cycle. 

A further consideration in connection with the problem of de- 
termining the extent of any derived employment in non-related 
industries is associated with the method by which the public proj- 
ects are financed. Where idle financial resources are used for a 
construction program such as that of the Public Works Adminis- 
tration, no decrease in employment and production in private 
industry should result. The same is true if the financing is made 
possible by a net increase in bank credit. As the federal budget has 
been out of balance by an amount considerably in excess of the 
cost of the Public Works Administration program, we cannot de- 
clare unreservedly that the construction program has increased 
immediate taxes of itself; but it, in common with other recovery 
measures, has been partly responsible for increased tax levies. An 
increase in taxes is certain to take some funds from industry that 
might have been used for private business expansion. 

Lastly, we must not overlook the possibility that the public- 
works program may increase the maladjustments in price rela- 
tionships that accompany business depressions. With construc- 
tion costs relatively very high, increased demands for labor and 
building materials are tending to sustain or increase their price 
and thereby prevent the very desirable readjustment with those 
elements of the price system that are disproportionately low dur- 
ing a depression. 

As it is obvious that our quantitative appraisal of employment 
from public-works contracts cannot include the so-called derived 
effect, let us compare the total estimate of employment directly 
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on construction projects and in related industries with recent 
estimates of the number of unemployed workers. For the month 
of March, 1934, the American Federation of Labor estimated that 
10,905,000 were unemployed’ and the National Industrial Con- 
ference Board’s estimate was 8,021,000 out of work. As has been 
pointed out, our estimate based on a liberal allowance for em- 
ployment in related industries was that the public-works appro- 
priation, $2,900,000,000, would result in one normal year’s em- 
ployment to 2,181,525 workers. 

Duration of public works administration employment.—An esti- 
mate of the duration of the expenditures for labor on the various 
projects made possible by the initial public-works fund cannot be 
made without a careful survey of the nature of the projects them- 
selves. A large part of the appropriation has been set aside for 
federal department use or federal projects. Two important uses 
to which this part of the appropriation was put were highway con- 
struction under the emergency highway fund and warship build- 
ing. Four hundred million dollars were allotted to this highway 
fund and $238,000,000 is to be used for construction of naval ves- 
sels. Excluding the Civil Works Administration allotment, $971,- 
000,000 was alloted under the general classification of federal de- 
partment use and federal projects." 

The Engineering News Record of March 22, 1934, shows that 
$1,101,000,000 additional was allocated to federal departments 
and agencies for a wide variety of uses. We are told that this will 
be used for “normally contemplated expenditures either for con- 
struction or for administrative uses.’"* Thus, through federal ex- 
penditures we have accounted for $2,072,000,000 of the $2,900,- 
000,000 fund. Non-federal projects other than railroad work total 
$627,959,600 and railroad construction and equipment loans 
amount to $196,608,000. The Engineering News Record": reports 
that $364,000,000 of the non-federal allotments are for water- 
works, sewers, and bridges. 

10 American Federationist, March, 1934, p. 312. 
™ Engineering News Record, March 22, 1934, p. 395. 
22 Tbid., p. 395. 13 [bid. 
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It is apparent from the information contained in a Public 
Works Administration bulletin released on May 7, 1934, that 
much of the so-called ‘federal’ portion of the allotments will 
eventually be used for a wide variety of construction projects not 
ordinarily managed by the federal government. About $1,122,- 
746,900 of the federal portion has been reallocated by executive 
and legislative allotments." 

We can be sure that a considerable part of the employment re- 
sulting from expenditure of the public-works fund will have been 
felt by the end of the current year. It has been estimated that the 
highway program made possible by the Public Works Adminis- 
tration will be completed within the year.** Probably most of the 
allotments to the railroads will be spent promptly also, as will the 
funds used by the government for such purposes as conservation, 
prevention of soil erosion, surveys, national park improvements, 
and the extension of certain federal services and activities. 

However, there are many projects on which public-works funds 
are being used that will doubtless take several years. Naval con- 
struction receiving $238,000,000 of the public-works appropriation 
will certainly extend over several years. Other direct allotments to 
federal agencies that represent construction on which only a part 
of the work can be done during 1934 are the Tennessee Valley au- 
thority, $41,000,000; the Boulder Canyon project, $38,025,000; 
Grand Coulee Dam project, $15,000,000; and a number of the 
other larger projects. 

As an example of the time consumed in completing a large 
federal construction project we have the recently completed Chi- 
cago Federal Building. Construction work was started in May, 
1931, and most of the work was completed by November, 1933. 
The total cost of the project was about $21,000,000. The number 
of men employed varied widely from time to time for as a con- 
tractor for one portion of the work increased the number of his 
men working, another contractor was often finishing his work. It 

"4 Federal Emergency Administration of Public Works, Public Works Adminis- 
tration Press Section, PW-10572. Release No. 678. 

's Engineering News Record, March 22, 1934, p. 395- 
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is estimated that fewer men were working during the first summer 
than worked during the succeeding years.” 

As was suggested of the federal projects, the larger non-federal 
projects will not be completed by the end of 1934. The Engineer- 
ing News Record estimates that nearly one-third of the amount 
allocated to non-federal projects is accounted for by about two 
dozen large projects whose construction will extend over a con- 
siderable period, although contracts may be let within the first 
year. “Among these are the New York tunnel and Triborough 
bridge, the Camden bridge railway, the Chicago sewage disposal 
works, sewerage improvements at St. Paul and Cleveland, water- 
works at San Francisco, and power and irrigation projects in Ne- 
braska. The average period of expenditure of the non-federal 
funds thus will be longer than one year.’’? 

Of interest are estimates made by W. N. Loucks of the time 
necessary to start public projects in Philadelphia. He found that 
the ‘“‘usual reasonable time” necessary to authorize a loan and 
authorize and start construction varies between 190 and 257 days, 
and the “reasonable maximum time” he placed at from 464 to 556 
days."® 

To further assist in arriving at an understanding of the amount 
of time necessary to complete some of the large non-federal proj- 
ects we can profitably survey the plans of the Sanitary District of 
Chicago for the expenditure of its loan and grant approximating 
$42,000,000. To quote from the District’s semiannual report of 
January 1, 1934: “Construction work will be resumed immediate- 
ly and prosecuted diligently—design work will be continued and 
construction will be started as soon as the Engineering Survey 
provided in the agreement of December 16, 1933, is completed. 
This should not be later than May 16, 1934. These items are 
those which can be completed within a period of two to two and 
one-half 

6H. J. White, member of the firm of Graham, Anderson, Probst & White, Ar- 
chitects, by interview. 

17 Op. cit., March 22, 1934, Pp. 395- 

18 W. N. Loucks, The Stabilization of Employment in Philadelphia, p. 362. 

19 Semi-annual Report of the Sanitary District of Chicago of January 1, 1934, P. 17- 
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It was confirmed by telephone conversation with an officer of 
the Sanitary District on June 12 that many of the projects for 
which the allotment will be used will not be finished before 1936 
or 1937. 

Although it would not be feasible from the information at hand 
to estimate the exact proportion of the public-works fund of $2,- 
900,000,000 that will be spent during 1934 it is obvious from the 
data presented that much of the expenditure ard consequently of 
the employment furnished will not occur until after 1934. It is 
quite possible that some of the Public Works Administration 
projects will furnish their greatest volume of employment when 
the business cycle has advanced to such a stage that it will no 
longer be necessary as a recovery measure or even when the added 
stimulus will be undesirable. 


SHORT TERM LOANS IN THE UNITED STATES 
DURING 1932 AND 1933 


FRANKLIN W. RYAN 


AN earlier article in the Journal of Business for October, 
1930, are given estimates for the various types of small loans 
outstanding at that time. The accompanying Tables I and II 

present similar figures as of December 31, 1932, and December 31, 
1933." Essentially the same methods of estimating have been fol- 
lowed. 

It is worthy of note that the total of these loans which was 
about $2,700,000,000 at the end of 1930 (including non-depart- 
mentized personal loans by banks), has been slowly declining for 
the last three years to about $1,475,000,000 at the end of 1933. 
The decline is still in progress and will probably reach $1,300,- 
000,000 at the end of 1934. Practically all of the various items in 
the tabulation are still declining with the possible exception of 
personal loan departments of banks which appear to be near the 
end of their decline. 

In an earlier estimate’ a method was worked out by which 
small loans for business purposes in each classification were de- 
ducted from each total for the years 1931 and 1932, but these cal- 
culations are open to question. Small loans for business purposes 
are usually borrowed by small shops and small unit businesses 
where the owner’s household affairs are inseparably wrapped up 
with his business which is his means of livelihood. So it is hard to 
draw a hard-and-fast line between a $300 loan to an owner of a 
grocery store, secured by a mortgage on his household goods, and 
a $300 loan to a street-car conductor, similarly secured, even 
though the former borrower uses part of the money in his business. 
The latter may also use part of the money to buy a new uniform 
or new shoes which he wears while earning his income. 

However, if it is desired to estimate the totals for small business 


* See also chap. xi, by F. W. Ryan, in “Internal Debts of the United States,” 
edited by Evans Clark and George Galloway, published by Macmillan Company, 
1933; and New York Times for June 24, 1934, Sec. 8, p. 2. 
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loans, the arbitrary figure of 15 per cent may be used for the totals 
of Table I and Table II, so that the totals for strictly household 


TABLE I 


ESTIMATED VOLUME OF SHORT TIME PERSONAL LOANS IN THE 
UNITED STATES FOR THE YEAR 1933 AND 
ANNUAL LOAN CHARGES 


Total Invest- 
Annual Volume | Annual Loan oun tat 


Small Loan Agencies dur- Ou:standing As 
3 933 of Dec. 31, 1933 


. Personal Finance Com 
(Predominantly Chattel Loan 
Companies) '$ 245,000,000/$ 65,000,000 

Less: Estimated amounts 
counted below under other 

35,000,000} 6,000,000 24,000,000 


Adjusted total to avoid du- 
plication 210,000,000 59,000, 0001$ 198,000,000 


200 ,000 ,000/$ 62,000,000/$ 175,000,000 
. Indorsed Note Lenders 

(a) Morris Plan and other in- 

dustrial banking 25,000,000 

(b) indorsed lend- 

4,000,000 


12,000,000 
2,500,000 
3,200,000 


25 ,000, 000) 

Non-departmentized Person- 
al Loans by Bank 

. Unlawful Lenders | All Kinds 

(all others in this list operate 

200,000 , 000) 


(a) Remedial loans of pawn- 
broking t 4,400,000 
(b) Other remedial loans... . 2,000,000 

. Hebrew Free Loan Societies. . . none 
. Employees Loan Associations. . 600,000 


$2,025 , 200,000/$429 , 700, 000/$1 , 475,000,000 


—“Personal Pigense Com: Byrn of the type of loan companies belonging to the Ameri- 

i f Personal Finance Companies and phy ap panies licensed under the Uniform 

Small Loan Law or its approximate ——. The estimates a this ty type of business are furnished 
by Rolf Nugent of the Russell Sage Foun: 


loans were about $1,677,900,000 at the end of 1932 and about 
$1,253,750,000 at the end of 1933. 


2 
3 
4. Share Loans by Building and 
Loan Associations.......... 175,000, 000) 220,000,000 
20 , 000 , C00 18,000,000 
7. Personal Loan Departments of 
150,000,000 
400,000,000 
9 
90,000, 000 
10. Remedial Loan Societies | 
29 
7,000,000 
II 2,000,000 
12 10,000,000 
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TABLE II 


There is a striking fundamental difference between bank com- 
mercial loans which are mostly impersonal in nature and short 
time personal loans, which may explain why many bankers had 


ESTIMATED VOLUME OF SHORT TIME PERSONAL LOANS IN THE UNITED 
STATES FOR THE YEAR 1932 AND ANNUAL LOAN CHARGES 
(Revised Figures As of May 15, 1934) 


Small Loan Agencies 


Annual Volume | Annual Loan 
of Loans Made | Charges Dur- 
During 1932 ing 1932 


Total Investment 
in Loans Out- 
standing As of 
Dec. 31, 1932 


. Personal Finance Compani 
(Predominantl 
Loan Companies 
Less: Estimated amounts 

counted below under 


40,000,000} 8,000,000 


$ 8s 000, 00018 


258,188, 000* 


28,188,000 


Adjusted total to avoid du- . 


260,000 ,000/$ 75,000,000/$ 230,000,000 
2. Pawnbrokers............... $ 250,000,000!/$ 70,000,000/$ 220,000,000 
3. Indorsed Note Lenders 
(a) Morris Plan and other 
industrial 240,000,000} 18,000,000) 180,000,000 
(b) Other indorsed note 
32,000,000} 4,800,000 20,000,000 
4. Share Loans by Building and 
Loan Associations......... 200,000,000} 15,000,000} 240,000,000 
5. Credit Unions.............. 60,000,000] 3,000,000 45,000,000 
7. 
270,000,000} 22,500,000 
8. Non-departmentized Personal 
Loans by Commercial Banks} 1, 200,000,000} 60,000,000) 700,000,000 
9. Unlawful Lenders of All Kinds 300,000] 280,000,000} 100,000,000 
10. Remedial Loan Societies 
Pawnbroker loans... . . 37,000,000] 4,800,000) 32,000,000 
(b) Other remedial loans. . . 10,000,000} 2,000,000 8,000,000 
11. Hebrew Free Loan Societies. . 2, 500,000) none 2,000,000 
12. Employees Loan Associations. 25,000,000 600 , 000 12,000,000 


$1,974 ,000,000 


Sage Foundation, published in the Journal of 
unsatisfactory results with their first ventures in the small loan 
business as an organized department. Ordinarily there is little 
trouble with the maturities of commercial loans, but personal 
loans require extreme tact and adaptation to the peculiar needs 


other headings......... 
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of each household. It is said that the two fields of lending are so 
utterly different that they require distinct types of management 
and administration. Bankers who have entered the personal loan 
field with the proper point of view have found it profitable. 

With the lowest cost of obtaining funds for lending and a legal 
monopoly of the privilege of taking deposits, banks are in a strate- 
gic position to take an increasingly larger share of the small loan 
business. The National City Bank of New York has demonstrat- 
ed that a large volume of personal loans can be profitably made 
in this way at a cost which is very little more than that for large 
commercial borrowers, namely about 9.6 per cent a year. (A com- 
mercial borrower, whose contract rate is 6 per cent, really pays 
about 8 per cent or more where minimum balances are required.) 

It is predicted that over the next few years, personal loans by 
the personal loan departments of banks will show an upward 
trend, due largely to increasing habits of household thrift which 
are becoming more and more noticeable. 

At the end of 1930, probably 97 per cent of all American fami- 
lies were in debt. Today, even with widespread household in- 
solvency, probably 5 to 8 per cent of our families are out of debt. 
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The Practical A pplication of Investment Management. Vol. II. By 
Dwicut C. Rose. New York and London: Harper & Bros., 


1933. Pp. 286. $2.50. 

Instead of revising the original book, A Scientific Approach to Invest- 
ment Management, the author has preferred to write this “new and 
supplementary volume” because of changed conditions and so that the 
original volume may be judged “against the actual history of the 
intervening years.” 

To this reviewer it seems that the title is somewhat misleading in 
view of the contents of the book. From the title a treatise on invest- 
ment management, explaining and applying “practical” principles 
which could be utilized by investors, was expected. Actually the 
“principles” advanced are that a sound investment program involves 
a permanent division of securities among three general classes: (1) a 
cash fund; (2) diversified high-grade long-term bonds; (3) diversified 
common stocks (principally industrials) (pp. 13-14). It is doubtful if 
any student of investments will quarrel with such principles, but such 
generalities do not solve the investor’s problem nor can such “princi- 
ples’’ be considered complete. For example, starting from such princi- 
ples how should “‘diversified’’ stocks be selected and what proportions 
should be in each of the three classes at various times? The author 
admits the importance of the former problem (p. 73) but gives his 
reader no assistance with it. Since the author advances no principles 
to aid the investor in one of the most difficult problems of management 
—the selection of individual issues—and since over two-thirds of the 
book is concerned with a different subject—this reviewer suggests a 
more appropriate title in keeping with the subject matter of two-thirds 
of the book—ZJnvestment Counsel Firms and Investment Management. 

There is need for discussion of this relatively new profession (of 
investment counsel), particularly since many are of the opinion that 
it will enjoy great growth as a result of the Investment Banker’s Code 
and the securities legislation of 1933 and 1934. The author admirably 
states the duties, qualifications, and shortcomings of investment coun- 
sel, and when discussing the profession abstractly seems both fair and 
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realistic. The important qualification for this profession, aside from 
knowledge, is courageous independence of investment bankers and 
their opinions, a necessity explicitly described by the author. 

For his proof that investment counsel deserves recognition (and 
their fees) the author relies upon a comparison of five funds managed 
by an investment counsel firm with the investment record of the five 
most successful fire insurance companies in the country from 1920 to 
1931. Of the other large managers of investment funds with whose 
experience comparison might have been made the author rejects those 
handicapped by “burdensome legal restrictions’’ (life insurance com- 
panies?), and investment trusts because of their brief history. The 
largest manager of funds—the commercial trust companies—the au- 
thor does not mention, presumably because of the absence of published 
records. His comparison of the five investment counsel funds with the 
fire insurance companies’ funds reveals a superiority for the former of 
about 85 per cent (p. 109). The reader will wish, no doubt, that more 
than five funds, involving only about two millions of dollars, had been 
considered, since the author admits that as the size of funds committed 
to counsel’s care increases, investment problems will become increas- 
ingly difficult (pp. 122-24). 

The author has made out a case for the investment counsel and his 
work suggests the need for more treatment of this profession in invest- 
ment literature. The material is well written and easily understood, 
and is supported by adequate appendixes and an index. 

B. C. Goss 


New York UNIVERSITY 


Profit Engineering. By C. E. KNorpret. McGraw-Hill Book 

Co., Inc., 1933. Pp. vii+326. $3.00. 

The author of this book undertakes a contribution to the technique 
of co-ordinated planning and control within the business enterprise for 
the purpose of insuring adequate and regular profits for the owners. 
The book is undoubtedly one of the most suggestive of the recent works 
on this subject by men of professional experience. Its merit lies more 
in the general approach to the problem of budgetary control from the 
point of view of profit planning than in the exact procedure recom- 
mended. The use of Mr. Knoeppel’s profit-graph to show the relation 
of costs to net sales at various scales of operation, the use of variable 
budgeting and variation accounting for showing actual results in com- 
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parison with predetermined standards are worth-while proposals which 
should interest business executives and accountants particularly. 

Unfortunately the reader of this book must be prepared to do a good 
deal of culling of ideas as he progresses. Like so many authors in this 
field, Mr. Knoeppel often fails to distinguish facts, opinions, and as- 
sumptions in the course of his reasoning; he misapplies the term “laws”’ 
to advantageous procedures and rules of action; he regards his own 
concept of a fair profit requirement for business as the proper objective 
for all enterprises; he enunciates dogmas which a scientific management 
could hardly accept for all enterprises operating under diverse condi- 
tions and economic vicissitudes; and he fails to explore the economic 
effects of a widespread adoption of his proposals. 

As an experienced business adviser, the author’s views with respect 
to profits are interesting and not a little disturbing. He regards the 
function of business as that of providing service always at a profit. 
Profits should be adequate, regular, planned in advance, controlled, 
and the first deduction from income. Profits are a service charge going 
to owners as wages of capital, a protection against risk, a reward for 
skill, ability, experience, and knowledge, an incentive for effort and 
endeavor, and a provision for research and experimentation. The fair 
rate of net profit that a business should make is 12-18 per cent yearly, 
or an average of 15 per cent, on net worth (preferred and common stock 
plus surplus) minus any intangibles which have not been bought. Only 
the return over 6 per cent on capital investment is “true business prof- 
it.” The 6 per cent is interest on investment. The additional 6-12 per 
cent is required to compensate stockholders for business risks and the 
energy, effort, time, thought, and worry they must expend to make the 
business successful! This is to be earned on preferred as well as com- 
mon stock despite the fact that preferred dividends rarely exceed 7 or 8 
per cent. Such liberal managerial rewards to common stockholders 
who do little if anything more than sign proxies may be necessary and 
fair, but a careful analysis of the economic effects of such profit objec- 
tives is perhaps more necessary if they are to be widely adopted. 

Rosert D. CaLkins 
UNIVERSITY OF CALIFORNIA 


BOOK REVIEWS 273 


The New York Money Market. Four volumes edited by BENJAMIN 
Haccotr Beckuart. Vol. I: Origins and Development. By 
Marcaret G. Myers. New York: Columbia University 
Press, 1931. Pp. xv +476. $5.00. 

The New York Money Market. Vol. 11: Sources and Movements of 
Funds. By Benjamin Haccott BeckHART and JAmes G. 
SmitH. New York: Columbia University Press, 1932. Pp. xi+ 
395- $5.00. 

The New York Money Market. Vol. 111: Use of Funds. By BEen- 
jamin Haccotr Beckuart. New York: Columbia University 
Press, 1932. Pp. xiiit+475. $5.00. 

The New York Money Market. Vol. 1V: External and Internal Re- 
lations. By BENJAMIN HaGcott BECKHART, JAMES G. SMITH, 
and Witi1AM ApAms Brown, Jr. New York: Columbia Uni- 
versity Press, 1932. Pp. xii+605. $5.00. Complete set, $16.00. 
One of the best features of this huge study of the New York money 

market is its inclusive nature. Throughout the entire four volumes the 

authors emphasize the interrelations between the various parts of the 
money market, which is defined at the outset as follows: 


It includes all the funds available for productive, commercial or specula- 


tive purposes, as well as the mechanism by which these funds are gathered 
together from holders not immediately requiring their use, and redistributed 
in answer to the various classes of borrowers.* 


The volume on the history of the New York money market is very 
good. The influence of the general economic development of the nation 
on the money market and the contribution of the money market to this 
development are particularly well handled. 

Volumes II, III, and IV describe the operations of the money market 
since the advent of the Federal Reserve in minute detail. Whenever 
possible the authors use the statistical method. Since one of the avowed 
purposes of the Federal Reserve System was to decentralize banking, 
the authors set out to measure the concentration of funds in New York 
now and before 1914. After an elaborate statistical analysis they come 
to the conclusion that there has been very little change in the relative 
position of New York. The authors admit, of course, that there are 
serious difficulties in the way of forecasting the future trend since there 


' Preface, Vol. I. 


é 
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are influences tending toward decentralization as well as toward con- 
centration.? 

One of the better parts of the work is the section dealing with “The 
Government and the Money Market.” Mr. Adams, who wrote this 
section, explains in considerable detail the great and often dominating 
influence which government financing has had on the money market. 
The course of development of the money market has been greatly in- 
fluenced, he says, by the large government debt; so much so, in fact, 
that its retirement would bring about very serious and difficult read- 
justments. This catastrophe, he thinks, is near at hand, when he 
writes: 

But it is not necessary to look 25 or even 20 years ahead to anticipate the 
emergence of questions of fundamental importance for our central banking 
system for a continued reduction of the debt.s 


A considerable amount of space is devoted to a rather good descrip- 
tion of the relations between the Federal Reserve System, especially 
the Federal Reserve Bank of New York, and the stock market. Al- 
though the authors criticize some of the discretionary acts of the Feder- 
al Reserve officials, they favor the general set-up of the system. That is, 
they believe the Federal Reserve should control speculation, indirectly; 
the law wisely prohibits the rediscounting of stock-exchange collateral. 
Still the Federal Reserve officials, they say, cannot be entirely unmind- 
ful of the welfare of the stock exchange because of the effect upon the 
rest of the nation and the system is commended for buying government 
bonds during the stock-market panic of 1929 to relieve the credit ten- 
sion. This position seems open to question. If one of the functions of 
the Federal Reserve is to aid the stock market in times of crises, would 
it not be better if the system were allowed to interfere more directly? 
If the Federal Reserve is to be held responsible for the stock market 
why not revise the system with a view of giving it more direct connec- 
tions with the stock exchange? In short, would not direct authority 
and acknowledged responsibility be preferable to the present arrange- 
ment? 

These four volumes represent a completely integrated whole in the 
sense that each part of the market is carefully described in relation to 
the whole. The summaries, at the end of each chapter, at the end of 
each section, and at the end of each book, are excellent. The study is 
descriptive rather than theoretical. The operations of the money mar- 


? See II, 283. 


SIV, 411. 
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ket are described in great detail and evaluated in terms of the authors’ 
standards, which, although perfectly clear, are nowhere defended. In- 
asmuch as monetary and banking theory are in such an unsettled state, 
it seems unfortunate that part of the resources available for this study 
were not devoted to gathering historical and statistical data which would 
throw light on some of the obscure points of theory. The reviewer, for 
instance, questions whether the problem of bank liquidity is quite as 
simple as the doctrine of “‘self-liquidating bills” as set forth in this work 
presumes: 

And the call loans in which these bankers’ balances were largely invested 
were not liquid in the sense in which that adjective applies to biils of exchange 
arising from actual commercial transactions. They were not utilized in trans- 
actions which would automatically, in a given length of time, provide funds 
with which to close the transaction. Call loans were shiftable, rather than 
self-liquidating, investments 

There was no central bank to which they could resort for aid, for the New 
York city banks themselves were the center of the American banking system. 
They did not keep, as a central bank would have kept, a reserve of specie in 
their own vaults sufficient to tide them over such a crisis. They had trusted 
instead to the call loan market to provide them with funds, and this it had 
been unable to do.s 


In times of crises it makes no difference what the portfolio of a bank 
contains except in so far as these assets can be turned into acceptable 
funds. As the second quotation indicates, the New York banks (prior 
to 1914) found themselves unable to meet demands for funds because 
they lacked specie and there was no place to get more. Suppose they 
had held “good bills”; they would have been little better off unless 
someone was willing to give them acceptable funds for their holdings. 
Even “good bills” cannot be paid unless the makers can get funds with 
which to pay them. Self-liquidating paper is self-liquidating only as 
long as someone will buy the merchandise (or the bills), while call loans 
are equally liquid if purchasers can be found for the stock (or the 
notes). 

Furthermore, it is assumed that an elastic currency is desirable. 
The pre-Civil War banking system is compared with the national bank- 
ing system, and it is concluded that “before 1863 the monetary system 
seems to have possessed elasticity at the sacrifice of security; after that 
date security at the expense of elasticity.’ It is, of course, true that 
before 1863 bank notes expanded greatly in times of prosperity and con- 


4T, 136. ST, 144 ff. ° I, 339- 
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tracted sharply in times of depression. But was this cyclical elasticity 
desirable? Is it not possible that the oscillations of business were ex- 
aggerated by the changes in the quantity of the circulating media? The 
same issues can be raised concerning the American banking system 
since 1914. The system, it is true, possesses great elasticity, but is the 
nation better off because of it? It may be that a certain amount of sea- 
sonal elasticity is desirable, but it appears to the reviewer that the 
problems of seasonal and cyclical fluctuations are essentially different. 

One of the implicit assumptions of this work seems to be that bank- 
ing policy affects volume of business but does not influence price level 
(except when the central bank rediscounts bills not based upon actual 
transactions of a self-liquidating character). Although three large vol- 
umes are devoted to the period since the inauguration of the Federal Re- 
serve System, there is almost no discussion of the possible effect of 


Federal Reserve policy upon the price level. 
Harry L. SEVERSON 


UNIVERSITY OF CHICAGO 


Qualitative Credit Control. By WiLu1AM E. DuNKMAN. New York: 

Columbia University Press, 1933. Pp. 345. $3.00. 

This is a scholarly treatise on money and banking. The theoretical 
discussion is illuminated with copious footnotes from Keynes, Jevons, 
Tregoe, Hawtrey, St. Clair, and others. 

The purpose of the book is stated by the author thus: “Credit con- 
trol should aim at limiting debts between individuals, between banks, 
and between banking systems to those which can be cleared against 
credits. Regulation of the reserve base will not do this.” 

The book is divided into three parts. Part I, consisting of four chap- 
ters, is concerned with the factors underlying the study of money, cred- 
it, prices, and banking. This material builds a background for Parts II 
and III. 

Part II, “Qualitative Control in Practice,” is concerned largely with 
the effects of a central bank policy. In this section the author argues 
in support of the view that the correction of price declines through 
credit expansion should not be included in the theory of credit control. 
His contentions are that if increased prices may be avoided there will be 
no declines in prices to correct; and, conversely, if the increase in prices 
cannot be halted any attempt to do so merely results in some method 
of depreciating money. Whatever one’s belief may be, the point of view 
promulgated by the author is worthy of consideration. 
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A theoretical discussion of credit control along with proposed im- 
provements for credit analysis and for credit administration are found 
in Part III. That bankers are badly in need of an improved technique 
for analyzing individual business statements as well as some method 
for the better ascertainment of the condition of industry as a whole is 
no secret. Unless they are able to do this accurately and effectively 
how then may they know the extent of credit to be granted in order to 
approach a perfect clearance and maintain industrial equilibrium? 
While the author suggests needed changes and improvements in credit 
analysis and in credit administration he might have extended his re- 
marks along this line even at the expense of curtailing earlier chapters. 

RAYMOND V. CRADIT 


Tue SCHOOL oF BUSINESS 
THe UNIVERSITY OF CHICAGO 


Trade Associations—M anagement, Policies, Organization, Person- 
nel, and Services. By W. J. Donatp. New York: McGraw- 
Hill, 1933. $4.00. 

This book was written for members, executives, and employees of 
trade associations and not for students of economics. It contains much 
on the details of organization and management and nothing on the so- 
cial desirability of trade associations, and very little on their value to 
business concerns. The book was not written for the beginner and 
starts without definitions or discussion of the importance of trade asso- 
ciations in the present economic system. The reviewer understands 
trade associations to be organizations along trade lines. They do not 
include chambers of commerce and other groups such as credit men’s 
associations which have membership in many trades; yet a great deal 
that is said in this book will apply to the organization and management 
of such associations. The title of the book might well have been Busi- 
ness Associations. 

A book should be judged according to the author’s objective as to 
whether or not it is worth while, and as to how well he attains his ob- 
jective or does that which he sets out to do. 

The author’s objective is worth while. There are enough people 
interested in the operation of trade associations to justify the publica- 
tion of a book dealing with their organization and management. The 
author attained his objective and did his work well. The book is clearly 
written and contains much valuable information and advice on the 
management of associations. For the most part, the book consists of a 


278 THE JOURNAL OF BUSINESS 


detailed description of the methods of organizing and managing asso- 
ciations. It considers such subjects as the method of electing directors, 
officers, and executives; their duties; selecting the location for head- 
quarters; fixing and collecting dues; setting dates and choosing places 
for meetings; choosing and securing members; etc. The reviewer finds 
very little in these chapters with which to disagree. He does, however, 
feel that the book could have been considerably improved by quoting 
from other writers, citing examples of specific associations which handle 
matters in the various ways mentioned, and in giving data showing the 
relative importance of the different methods described among trade 
associations. The author has given, on the whole, a very good and 
thorough description of the topics discussed, but the readers must take 
it or leave it on his own authority. He has no footnotes and cites no 
references. This is both the strength and the weakness of the book. It 
could have been considerably broadened and strengthened by the in- 
clusion of material from other sources. 

One serious omission is that practically nothing is said about the 
planning and running of conventions, especially on the building of pro- 
grams. It seems to the reviewer that this is a very important part of 
trade-association work and should have had at least one or two chap- 
ters devoted to it. The author is well qualified to write such chapters. 
Less than twenty per cent of the text is devoted to association services 
to their members. This shows the emphasis which the author places on 
organization. 

The author has a very interesting discussion of “Price Merchandis- 
ing.’’ He seems to assume that a certain amount of price activity look- 
ing toward the stabilization of prices is desirable. He does not, how- 
ever, enter into discussion as to whether the laws on competition 
should be changed, although the reader gathers that he is in sympathy 
with the changes in the National Recovery Act. He realizes that it is 
very difficult to raise prices simply by discussion or resolutions of the 
competitors present at a meeting. He says, “Probably there has been 
more shadow boxing in trade association price discussions than in any 
other field of business activity. Most discussions are nothing more than 
talking for effect; that is, the effect on the other fellow.” 

Summarizing, this book makes a valuable addition to the literature 
on trade associations, but it could have been greatly improved if the 
author had stepped beyond his own experience a:.d included material 
from other sources. 
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